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VOLUME IV 


PROTECTION OF NON-VOTING STOCK 


By ADOLF A. BERLE, Jr. 


called to the attention of the 

business world and the public 
that, through the device of non-voting 
or management stock, control of great 
corporations was rapidly passing from 
the hands of their stockholders into the 
hands of small groups, there ensued 
something of a sensation. When it 
was realized that this management con- 
trol was in most instances lodged irre- 
claimably and permanently in the hands 
of investment banking houses, old ghosts 
of “malefactors of great wealth” began 
torise. There were those who remem- 
dered the investigations of the Pujo 
Committee, and the days when Mr. 
Justice Brandeis wrote Other People’s 
Money. Mere statement of the fact 
produced a reaction so strong that such 
bodies as the New York Stock Exchange 
and the Interstate Commerce Commis- 
sion felt it necessary to reexamine their 
policies. 


Wicaie Professor W. Z. Ripley 


I 


_ In retrospect, it is singular that Pro- 
'essor Ripley's mourning should have 


caused surprise. Minority control of 
corporations has been familiar, though 
devices for attaining it have varied. We 
have had holding companies, voting 
trusts, and, more frequently, control ex- 
ercised by a compact block of stock con- 
centrated in strong hands, while the 
balance of the stock was scattered in 
small holdings. The new device—that 
of classifying corporate shares so that 
the substantial investment was repre- 
sented by non-voting securities while a 
small margin of voting shares assumed 
responsibility for corporate elections 
and thereby for its administration—is 
obviously only a phase of the larger 
question. But it brings into full dis- 
cussion a situation which should no 
longer be allowed to drift. 

Non-voting stock, with attendant 
concentration of voting control, can be 
dealt with in two ways. We may say 
that the thing should not be allowed; 
that corporation laws should be revised, 
making impossible creation of stock 
without voice in management. Or we 
can say that the institution of minority 
control will emerge in some form; that 
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its exercise through management stock 
is as simple to deal with as any other; 
and we can attack the situation by 
fastening upon the management stock- 
holders all of the obligations, duties, 
and limitations of the stewardship which 
they have assumed. 

It is the thesis of this essay that the 
holders of management stock in cor- 
porations, a majority of whose capital 
is represented by non-voting securities, 
have created themselves fiduciaries for 
the corporation and its security holders; 
they are, in a modified sense of the 
word, trustees. This means that they 
are not free. They have their stock and 
their power; but they are obliged to use 
it, not in their own benefit, but to the 
advantage of the entire body of stock- 
holders. 

It is further believed that by the 
simple erection of non-voting stock- 
holders’ committees, the obligations of 
the management stockholders can be 
made real; and that with the evolution 
of legal rules on one hand and business 
ethics on the other, the evils or dangers 
attending bankers’ control will carry 
with them their own remedy. 


II 


Control through minority manage- 
ment stock is commonly obtained by 
erecting a corporate structure in which 
the common stock is divided into two or 
more classes, of which only one has the 
right to vote. Heretofore corpora- 
tions have not infrequently included 
classes of non-voting preferred stock, 
management having been vested in the 
common stock; but that situation is not 
analogous to the present, because pre- 
ferred stock almost invariably carries a 
limited return, and safeguards its in- 
terests, not by sharing the administra- 
tion of the company, but by a preferen- 


tial legal position in respect to assets 
and earnings. The motives of the pre. 
ferred stockholders are more nea 
those of bondholders. Until recently 
however, substantially all common 
stockholders had the right to vote. |; 
has lately been discovered that common 
stock could be divided into classes 
granting to holders of stock of one class 
substantially the same rights in assets 
and earnings as are granted to holders 
of the other classes; but the right to 
vote could be restricted to a single class, 
Whereas, previously public sale of , 
majority of the common stock in a con- 
cern had meant loss of control, under 
the new situation an overwhelming 
majority of the common stock may be 
classified, disfranchised, and sold to the 
public; while the limited voting securi- 
ties, carrying control, may be closely 
held. Investment bankers floating is- 
sues of non-voting securities have fre. 
quently retained this voting stock in 
their own or in allied hands; whence 
arises the name “bankers’ control.” 
Non-voting common stock, unlike bonds 
or preferred stock, has no privileged 
position, mortgage right, or preferential 
contract; its sole hope of returns lies in 
effective and profitable management. 
Holders of such stock are, in every 
sense, equally and jointly interested with 
the holders of voting stock; and they 
must look to the good faith of the latter 
for safety and financial yield. On the 
face of it, they are at the mercy of the 
voting stockholders; and this is the be- 
lief of the holders of “management 
stock” themselves. With the advent of 
such a situation the death-knell 1s 
sounded of the old conception that a 
corporation should be democratically 
controlled—that is, that each non-pre- 
ferred investor in the concern should 
have a voice in corporate affairs propor 
tioned to his investment. 
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Controversy has flourished as to the 
social desirability of “bankers’ control.” 
Its enemies point to the peril of irre- 
sponsible autocratic power, perhaps ex- 
ercised by persons able to make large 
profits from their administrative domi- 
nance. Its friends, on the other hand, 
forcefully urge the efficiency attendant 
upon continuous, concentrated, effective 
management, so situated that it need not 
fear for its permanence, arguing at the 
same time that the groups that usually 
exercise such control are precisely those 
able to give closest attention and most 
intelligent judgment to the corporate 
business, and they add that minority 
control is a fact; that the new device 
merely recognizes this; and that no one 
has yet suggested any means of regu- 
lating its exercise. 

History plays its part in the rise and 
fall of ‘democratic control” of corpora- 
tions. A word is not inopportune, if 
only because the legal conception of 
corporations is grounded on an idea now 
outgrown. Companies were originally 
groups of joint adventurers—enlarged 
partnerships—seeking no charter from 
the state and securing no privileges. In 
such an arrangement naturally every 
partner wished an equal voice, or, at 
least, a voice proportionate to his invest- 
ment. Such was the situation, for ex- 
ample, when the Earl of Bellomont and 
his friends sold shares in a queer ven- 
ture in shipping under the leadership of 
the redoubtable Captain Kidd. The 
principle was applied to more ordinary 
commercial ventures, and to encourage 
them the government under suitable 
conditions permitted limited liability to 
shareholders. Out of this developed 
the engine of finance now appearing as 
the modern corporation. Yet even now 
‘0 some extent, a corporation so far as 
control is concerned retains some fea- 
tures of an overgrown partnership; and 


it has been considered that every par- 
ticipant in the enterprise was entitled 
to his share in the management. 

This is, in a sense, “democratic con- 
trol” of corporate affairs. There were 
limitations. Certain investors were not 
greatly interested in the actual fortunes 
of the concern. Their desire was to 
lend money, and to secure a fixed return. 
They frequently did this, taking notes 
or bonds, whether debenture or mort- 
gage, as security, relying primarily for 
safety on the value of the corporate 
property rather than on management. 

Since the legal relations of lender and 
borrower were not always convenient, 
the institution of preferred stock arose; 
and it has long been recognized that the 
preferred stockholder could barter his 
share in management (if he so chose) 
in return for priorities and privileges, 
generally accompanied by limited re- 
turns. These, however, did not attack 
the theory of “democratic control,” 
since the participants in unlimited re- 
turns—namely, the common stock- 
holders—as the persons primarily in- 
volved in the corporate fortunes, who 
relied on management rather than on 
property value retained their full voice 
in administration. 

The time came when corporations 
existed whose common. stockholders 
numbered hundreds of thousands; when 
a corporate election was of considerably 
more moment than most municipal elec- 
tions; and when in the economic life of 
the public, control of such a corporation 
was of more actual importance than 
political control of some branch of the 
government itself. Meanwhile, it had 
become sufficiently obvious (if the fact 
was ever in doubt) that management of 
a commercial enterprise is essentially 
not a question of ‘democracy.’ Several 
thousand people cannot express any very 
intelligent judgment as to the manage- 
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ment of a telephone company or a steel 
corporation. They may, perhaps, lay 
down certain broad principles, but even 
this is doubtful. It cannot even be said 
that they can intelligently select officials; 
financiers, engineers, and business man- 
agers are rarely in public life, and are 
commonly known only within their par- 
ticular guild. In practice, “democratic 
control,” in corporate affairs as in poli- 
tics, fell into the hands of men who 
mobilized sufficient votes to assure 
dominance by themselves and their 
friends. The corporation commonly 
fared better than the political unit, 
though that is aside from the question. 
The “‘democracy” of the situation really 
meant only that in case of conspicuous 
mishandling, a general rebellion could 
be initiated, sweeping out an old domi- 
nant group and installing a new one. 
This had its uses; a management mind- 
ful of the possibility was held to the 
observance of its duty. But as cor- 
porate units grow, the chance of rebel- 
lion becomes increasingly less. A 
concern having 200 stockholders may 
change its management with relative 
ease; nothing short of a cataclysm 
would dislodge the administration of the 
United States Steel Corporation or the 
General Electric Company. 

The law has never adequately recog- 
nized this development. Eventually, 
no doubt, legal distinctions will be made 
between small or close corporations, and 
large companies whose _ stockholders 
have become so numerous as to offer an 
internal political problem. Today, how- 
ever, in the eye of a court, the same 
rules govern the United States Steel 
Corporation and the XYZ Realty Com- 
pany which may have three stockholders 
and $2,000 capital. 

Just as in municipal affairs, a distinct 
tendency grew up to escape from the 
concept of “democracy” as an instru- 
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ment of management (hence, the device 


. am sulting 1 
of commission governments” and “j tribute m 
managers’’), so lawyers and financiers tion of | 
have sought to escape the factor of inventior 

democracy in corporate management, is claime 
Voting trusts, a familiar mechanism fo; satisfies 
this purpose, are effective, but limited the prese 
in scope and in time. The new technic zation, i 
—centralization of voting power in, ernment. 
relatively small and invariably concen. elsewher 
trated block of stock, now emerging a; ing upor 

management stock’”—is the latest stock” 
word on the subject, and is probably the or truste 
most powerful development for perma. machine! 
nent, centralized, and, incidentally, irre. be readi 
sponsible management. 

Under “bankers’ control,” the inher. 
ent danger is, of course, that of power 
dissociated from responsibility. There That 
is no need to expatiate on the peril. The stock” W 
problem has been faced in different “banker: 
forms throughout centuries. We had to this ¥ 
it when monasteries threatened control and it 1 
of the bulk of landed property in En- force th 
gland. We had it when perpetual trusts tion on 
with unlimited accumulations called out goir 
forth legislation limiting their powers. siderati¢ 
We had it, in modified form, in the days (which 
of the New Haven railroad situation of merely | 
1912-1914, when lethargy of stock those ac 
holders and absence of careful examina has pra 
tion resulted in the “New England In- as soo) 
vestigation” by the Interstate Com- guiding 
merce Commission, with the disclosure sider th 
that there had been wholesale mismar- prise in 
agement by a controlling minority ad- existing 
vantaging themselves at the expense of use thei 
the public and the railroad. We art faith, a 
now faced with the question of securing, corpora 
on the one hand, the benefits of con- From r 
tinuous, compact, and able direction, holders 
and of avoiding, on the other, the hav- secret p: 


corpora 
and in» 
verse tc 
where z 
a mass 


ard of unchecked power whose strength 
is used in its own, rather than in the 
corporate and public, interest. 

It is difficult to believe that mert 
prohibition of corporate structures It 











ts 








sulting in “bankers’ control” will con- 
tribute much to the situation. Elimina- 
tion of one device only results in the 
invention of another, particularly if, as 
; claimed, the device, despite dangers, 
satisfies a real business need. Nor, in 
the present state of our political organi- 
zation, is it desirable to call in the gov- 
ernment. The answer must be found 
elsewhere; and it seems to be by fasten- 
ing upon the holders of “management 
stock” the obligations of a fiduciary 
or trustee; and by setting up adequate 
machinery so that these obligations may 
be readily enforced. 


Ill 


That the holders of “management 
stock” who have vested themselves with 
“bankers’ control” are fiduciaries seems 
to this writer true as a matter of law; 
and it is believed that courts will en- 
force the incidents of this fiduciary posi- 
tion on appropriate application. With- 
out going into the technical legal con- 
siderations leading to this conclusion 
(which are elsewhere stated) it may 
merely be noted that the trusteeship of 
those actually managing a corporation 
has practically always been recognized 
as soon as established. Promoters 
guiding a nascent corporation must con- 
sider themselves as holding the enter- 
prise in trust for its stockholders, both 
existing and potential. Directors must 
use their power of management in good 
faith, and they cannot deal with the 
corporation to their own advantage. 
From time to time, “dominant stock- 
holders” have been forbidden to make 
secret profits out of transactions of their 
corporation which they have dictated, 
and in which they had an interest ad- 
verse to the corporation. In a word, 
where a group has assumed to control 
amass of capital on behalf of others 
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who are not independently represented, 
they must consider themselves as modi- 
fied trustees for the entire body. 

Once the principle of fiduciary obliga- 
tion of the management stock is 
adopted, the entire question of ‘“‘bank- 
ers’ control” takes on a_ radically 
different aspect. Every action of the 
fiduciary is open to review by the 
courts. The fiduciary’s motives in every 
case become matters of legitimate con- 
cern. The method by which he assumed 
his trust, his means and activities in ex- 
ercising it, even his relinquishment of 
it, may be questioned by the investors 
for whom he assumed stewardship. If 
management stockholders are subjected 
to the same liabilities which are imposed 
on other groups controlling corpora- 
tions, their freedom of action becomes 
rigidly limited. 

Let us assume an investment banking 
house controlling a large corporation 
through holdings of Class B voting 
stock. Let us assume further that this 
banking house promoted the organiza- 
tion, or reorganization, under which the 
new order of corporate affairs took 
effect. At the outset, the action of the 
investment bank as promoter may be 
examined with a view to seeing that no 
one class of stock is ‘“‘parasitic’’—that 
is, that the corporate structure does not 
permit one group of stockholders to 
absorb corporate assets for which other 
investors have paid. Under this rule 
the process of issuing common stock as 
bonuses to bankers and promoters 
whose substantial value must be drawn 
either from other subscribed capital or 
from profits earned by other subscribed 
capital, ceases to be legitimate. Upon 
entering on the administration of the 
corporation, it is at least questionable 
whether the investment banking house 
can contract with the corporation to act 
as its fiscal agent, and whether it can be 
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employed by the corporation under 
financing contracts. In any event, when 
question is raised, the banking house 
must be prepared to show that its ac- 
tions have been fair and advantageous 
to the corporation. On the one hand, 
the investment house is trustee for the 
stockholders of the corporation; on the 
other, it is a group of individuals aim- 
ing to make profits out of the corpora- 
tion’s transactions. Yet fiduciaries can- 
not normally bind their beneficiaries 
by contracts which will benefit the fidu- 
ciary himself individually. If the bank- 
ing house—as frequently happens—has 
other clients which it represents, and 
through this connection negotiates 
agreements between two controlled cor- 
porations, both of which it dominates, 
that fact alone places a cloud upon the 
transaction. In every corporate act of 
importance, the management must be 
sure that the investment bank has no 
private interest; and the entire web of 
business connections with which the 
banking house is allied is open to ex- 
amination, in order that the corporation 
may not suffer from the hand of an ad- 
verse interest which at the same time is 
its master. Probably in case of neglect- 
ful or illegal management, the banking 
house as management stockholder is 
liable to make good the loss. 

Even where the holders of ‘bankers’ 
control” desire to lay down their duties, 
they are obliged to consider the inter- 
ests of the corporation with extreme 
care. A trustee may resign; but he 
cannot sell his office; nor, usually, can 
he nominate his successor. We are here 
in an area in which there are no recog- 
nized legal precedents; but it is at least 
conceivable that the banking house of 
Dillon, Read & Company could be en- 
joined from transferring the manage- 
ment stock of Dodge Brothers Motor 
Company or National Cash Register 


Company to irresponsible persons, This 
is especially true where the holders of 
“bankers’ control” have stimulated jp. 
vestment in an enterprise on the repre. 
sentation that they will be responsibl 
for its management. This manag. 
ment right which they have secured be. 
longs, perhaps partly to them, by 
mainly to the body of corporate inves. 
tors. It cannot be hawked about, traded 
in, and sold at a profit as though it were 
a barrel of flour. Even if there wer 
no legal recourse, public opinion would 
wreck the career of bankers who zt. 
tempted this. Very possibly, investors 
and the public would sanction transfer 
of control to responsible, capable and 
acceptable groups; they would never 
accept the principle that transfer was an 
absolute right, to be improvidently ex- 
ercised. The privilege of administer. 
ing other people’s affairs may, and fre. 
quently does, have a cash value; but 
that value should belong primarily to 
the beneficiaries and not to the fiduciary. 

It will be seen that the holders of 
“bankers’ control’’ may have freed 
themselves from the difficulties of m:- 
jority votes. But it does not follow 
that by so doing they have not bound 
themselves by other and more rigid ties. 

That the obligations attendant on this 
stewardship are not academic was noted 
by the New York stock market on 
March 3 last, when the Interstate Com- 
merce Commission, in disapproving the 
terms of the Nickel Plate merger, made 
a point of the fact that the Van Swerin- 
gen interest controlled the directors o! 
two railroads who had voted for the 
consolidation there considered, and a: 
cordingly discounted }.-avily the favor 
able votes of these two boards. “These 
directors,” said the Commission, “wert 
vitally interested in the result from 4 
view-point far different from that of 
mere stockholders”; and as a result 
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their transactions in such case were open 
to grave suspicion. The law books 
aford endless instances in which direc- 
tors, promoters, and dominant stock- 
holders, found to have made profits out 
of transactions with corporations which 
they controlled, have been enjoined 
from completing such transactions, or 
have been compelled to disgorge their 
profits. The holders of “management 
stock” will be the next inclusion in this 
feld of judicial control, if they are not 
already subject to it. 

Simultaneously with this legal control 
there is a moral control. Quite aside 
from the danger of being sued and cast 
in damages, or subjected to injunction, 
the business ethics of most communities 
impose limitations on those in control of 
corporate affairs. Directors from time 
to time do speculate in the stocks of 
their own corporations. It rarely is 
true that such directors enjoy having 
this fact published; and when it is dis- 
covered there is a tremor of disapproba- 
tion which may affect the directors in 
their subsequent business careers. A 
promoter who sells property to a cor- 
poration at an inflated stock valuation 
and promptly retails the stock to the 
public, thereby giving investors some- 
thing else than they believe they are ob- 
taining, and realizing profits for him- 
self, may violate no technical rule of 
law, but he finds himself the subject of 
extremely unpleasant comment among 
his associates. The business community 
is not apt to enjoy technicalities; and 
the same sentiment heretofore applied 
to controlling directors will be (and is 
being) applied with equal force to those 
vested with “bankers’ control.” Even 
though no legal liability may rest upon 
investment banking houses’ which, 
through ownership of the voting stock 
in large corporations, cause consumma- 
tion of private deals enriching them, the 


business fraternity at large on learning 
the situation will forthrightly express 
its opinion of the banking houses and 
bankers involved. A lawyer would refer 
to the well-known rule that a fiduciary 
may not act adversely to the persons 
whose property and affairs are entrusted 
to him. The business man talks in 
plainer and less agreeable terms. 


IV 


Courts are bound by technical rules 
and can pass on situations only when 
presented in litigation. Ethical concep- 
tions, however, are less constricted; and 
public opinion can, and does, enter fields 
in which for one reason or another the 
law is not made effective. Develop- 
ment of a keen sense of ethical values 
and erection of public opinion thereon 
is, therefore, a major factor in the ulti- 
mate solution of our corporate difficul- 
ties. But courts cannot act, and public 
opinion cannot operate unless the facts 
are disclosed. For this reason in any 
intelligent solution of the problem some 
machinery must exist whereby the non- 
represented stockholders of the corpo- 
ration and the public generally are kept 
in touch with the actual state of affairs. 

It is suggested that committees of 
non-voting stockholders, continuously 
maintained and continuously in session, 
would be sufficient both to invoke public 
opinion and to apply to the courts for 
legal aid. Committees representing 
security holders are no novelty. They 
have functioned in reorganizations, 
demonstrating their ability to work 
with security holders, with courts, and 
with the public. Heretofore, however, 
they have been called into existence only 
in emergency. The present suggestion 
contemplates their organization in nor- 
mal times and their permanent func- 
tioning. Such a committee would act 
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as a general check upon “bankers’ con- 
trol.”” It could demand disclosure from 
time to time, or at stated intervals, of 
the corporate situation. It could evalu- 
ate business transactions and express an 
opinion. It could advise security hold- 
ers of pending matters in which they 
might be interested. Such a committee 
would normally act under both financial 
and legal advice; not impossibly, it 
would be empowered to take legal 
action on behalf of the represented 
security holders. It could not affect the 
centralized and concentrated control of 
the corporate affairs nor interfere in its 
management; “bankers’ control” acting 
in good faith, so far from fearing such 
a committee, would find it a valuable 
ally. But it would supply a necessary 
counterpoise and an instrument for 
bringing to light and remedying any 
breaches of trust on the part of the 
“management stock’’; and because of 
this fact it would lessen the probability 
that the trust lodged in the corporate 
management would be abused. 

There is every possibility that the 
holders of “management stock’’ would 
welcome such a move. The position of 
holding other peouple’s affairs in trust is 
a singularly vulnerable one; every law- 
yer has had occasion to advise clients 
that it is a situation to be avoided where 
possible, unless the persons principally 
interested are also able to approve the 
acts of the fiduciary. It is therefore 
not unlikely that the formation of such 
“checking’’ committees will take place, 
not as a result of the concerted actions 
of security holders, but as a result ot 
the desire of the holders of “manage- 
ment stock”’ themselves. 


V 


Dangers tend to call forth their own 
remedies. Now that minority control 


of corporations has passed into an acute 
phase, we may with certainty expect the 
development of safeguards through 
rules of law and ethical standards mui: 
ing public opinion. Machinery will be 
devised—whether along the line of the 
suggestion here made or otherwise—fo; 
making this effective. Corporation lay 
and financial practice will thereby have 
advanced one step farther along the 
road of uniting cooperative financing 
with effective and responsible business 
management. 


Avutuor’s Note: The address of Pro. 
fessor W. Z. Ripley exposing the dangers of 
“bankers’ control” was delivered at a con- 
vention of the American Academy of Political 
Science. (See the New York Times, October 
29, 1925.) The text of his address was pub- 
lished in The, Nation (New York) December 
2, 1925, and he discussed the subject further 
in an article, “From Main Street to Wall 
Street,” Atlantic Monthly, February, 1926. 
Thereafter the listing committee of the New 
York Stock Exchange announced that it 
would scrutinize with extreme care all issues 
of non-voting stock presented for listing on 
the New York Stock Exchange; and the ap- 
plication of one such issue for this privilege 
was delayed. The Interstate Commerce Com- 
mission in delivering its opinion disapproving 
the “Nickel Plate” merger (see the New Yort 
Times, March 3, 1926, pp. 12-13), adduced 
as a consideration the fact that under the pro- 
posed corporate structure the corporation op- 
erating the proposed “Nickel Plate” system 
would have non-voting stock representing 4 
majority of the stock investment. The writer 
has given at length the legal considerations 
leading to the belief that those maintaining 
“bankers’ control” over a corporation att 
fiduciaries, subject to the limitations, dutic, 
and liabilities of fiduciaries vis-a-vis the cor 
poration itself and the non-voting stockholders 
(see Harvard Law Review, April, 1925: 
“‘Non-Voting Stock’ and ‘Bankers’ Cor 
trol’”). The argument may be briefly sum 
marized. Wherever absolute corporate powe' 
has been vested in a small group, the 
law has required that this control be exercised 
for the benefit of all stockholders, even thouz! 
there was no statute or clause in the corport 
tion papers apparently requiring this. |t has 
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further attached fiduciary liability to directors, 
promoters, and “dominant stockholders.” It 
has asserted the invalidity of agreements made 
by such promoters or “dominant stockholders” 
wherever it appeared that the dominant parties 
undertook to derive profit at the expense of 
the corporation out of such transactions. It 
has held promoters liable for damages suffered 
by the corporation upon mismanagement 
dictated or assented to by such promoters. It 
has scrutinized with great care every trans- 
action in which those controlling a corpora- 
tion caused the corporation to enter a trans- 
action in which the controlling personalities 
had independent or adverse interests. It is 
but a simple and logical extension of this 
process to hold those vested with “bankers’ 
control” to similar and perhaps even higher 
standards of liability. 

The bankers themselves appear to be in a 
mood to acknowledge this fiduciary obligation 
(see The Index, February, 1926, published by 
the New York Trust Company: “Non-Voting 
Stock,” pp. 1-2). Speaking of “bankers’ con- 
trol” it is said “This attitude of stewardship 
is one that the investor will respect. If a 
banking house is responsible for a newly 
financed enterprise it very worthily assumes an 
obligation to see that the business is wisely 
managed.” In the investment review for 
January-March, published by Dillon, Read & 
Company (summarized in the New York 
Times, March 4, 1926), that banking house 
adverts to Professor Ripley’s remarks, but in- 
sists that investors demand centralized man- 
agement, and that no plan better than 
‘bankers’ control” has yet been proposed. One 
banker in conversation with the writer, so far 


from denying the fiduciary principle, insisted 
that the banking house undertaking “bankers’ 
control” assumed not merely the duty of a 
trustee—to conserve the investor’s money— 
but even the duty of reaping profits. 

The public seems not to have discriminated 
against non-voting stock in absorbing new 
issues of securities, though this class of stock 
is too new to permit definite conclusion on ° 
that point. Certain firms of bankers, how- 
ever, decline to handle non-voting stock on the 
ground that it is “essentially immoral.” 

There is little likelihood that the non-voting 
stock feature of corporate structures will be 
made illegal. In New York it is specifically 
permitted by law (see New York Stock Cor- 
poration Law, section 51). There is some 
reason to believe, however, that in other 
states, as, for instance, Illinois, non-voting 
stock is not permitted. 

The dangers of irresponsible or unethical 
“bankers’ control” are sufficiently illustrated 
in the report of the Interstate Commerce Com- 
mission on the New Haven railroad situation. 
( New England Investigation, 27 I.C.C. 560.) 

The proposed device of a stockholders’ com- 
mittee raises many questions of detail. One 
possibility might be the creation of such a 
body by independent banking interests whose 
clients were heavy holders of non-voting securi- 
ties. Still another might be the creation of 
such mechanism at the time of issuance of non- 
voting stock at the behest of the bankers 
sponsoring its flotation, as an aided element 
of security and attractiveness to the public. 
Existence of such control might perhaps be 
made a condition precedent to listing the 
stock on reputable exchanges. 





THE PROBLEM OF RAILWAY TERMINAL 
OPERATION 


By WILLIAM Z. RIPLEY 


A NUMBER of leading authorities 


in the field of transportation eco- 

nomics have recently expressed 
the view that the most significant ad- 
vance in economy and efficiency in the 
years to come will probably be made in 
the field of terminal operation. Pro- 
fessor Daniels, of Yale, doubtless influ- 
enced by his long and fruitful service on 
the Interstate Commerce Commission, 
recently declared in lectures at Harvard 
that “the heart of the railway question 
is found in the terminal situation.”* 
This view was likewise confirmed by 
Mr. Hines, reviewing at Cambridge his 
conclusions based upon the Director- 
generalship of the Federal Railway 
Administration during the war. His 
reasoning turned largely upon the con- 
trast between the probability of a 
diminishing rate of costs on the road; 
and at least a constant, if not an in- 
creasing, rate of expenditure in the 
operation of terminals. And, of course, 
the larger proportion of labor cost in 
terminal operation under present-day 
conditions has rendered this all the more 
probable. The late James J. Hill many 
years ago forecast the problem in these 
words: 


Every interest and every community should 
understand that the main need today of trans- 
portation and of the many activities connected 
with and dependent upon it is an increase of 
terminal facilities. It is no exaggeration to 
say that the commerce of the country, its 


* Quarterly Journal of Economics, Vol. XXXVIII, 
1924, Pp. 361. 


* Two years earlier, in 1910, speaking before the 
Millers National Federation, Mr. Hill declared: 


manufacturing and agricultural industry, its 
property as a whole and the welfare of every 
man in it who engages in any gainful occu- 
pation, can escape threatened disaster only by 
such additions to and enlargement of existing 
facilities and terminals at our great central 
markets and our principal points of export as 
will relieve the congestion which now para- 
lyzes trafic when any unusual demand is 
made upon them. Our _ natural material 
growth will make this their chronic condition 
in the near future unless prompt action is 
taken.? 


There can be little doubt that these 
expressions of opinion correctly forecast 
the future. Had the warning of James 
J. Hill been heeded, the point of least 
resistance, where the breakdown actu- 
ally occurred in 1917, might not have 
yielded under pressure of the imperative 
need for federal and unified manage- 
ment during the war. And it is clear, 
whatever one’s view of that stupendous 
experiment in governmental operation 
may be, that it was a notable operating 
achievement—at heavy cost, to be sure 
—and also that the greatest contribu- 
tions were made to operating efficiency 
at the terminal points. And now with- 
out substantial change or enlargement 
of the terminals, the railways have been 
returned to private and competitive 
management. Already, since the war, 
in the spring and summer of 1920, at a 
time of relative depression, acute ter- 
minal congestion once more occurred. 

Is it not a fitting time, then, to 


“The problem of terminals is the great problem of 
the country.” Cost to move two or three miles 
through terminals equals cost for several hundred 
miles on the line. 
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review the status of terminal affairs in 
the field of railway transportation? Are 
we faced with the possibility of traffic 
congestion in future to be met and over- 
come? What was really the lesson of 
federal control? In how far are the 
new provisions of the Act of 1920 likely 
to be adequate? What part should 
terminal analysis play in the wholesale 
program of railway consolidation? Are 
we to rest content with things as they 
are, or must one look forward to real 
and basic transformation? Upon cer- 
tain of these proposals for reform there 
is virtual concordance. As to others— 
the more far-reaching problems—rad- 
ical differences of opinion obtain. First, 
to summarize the nature of the demands 
for radical action of some sort; and, 
secondly, to analyze somewhat more 
closely these several policies proposed, 
is the object of this review. If it serves 
merely to call attention to the need for 
further analysis and research, it will not 
have been prepared in vain. 


As concerns the literature of the sub- 
ject, foremost in evidence as to public 
interest in terminal improvements are 
the reports of various public commis- 
sions and committees, state and munici- 
pal. The following list covers the main 
activities of the last few years: 

1903. Report Terminal Facilities Committee, 
Business Men’s League, St. Louis. 
1910. Report on the Pittsburgh Transporta- 
tion Problem. Submitted to the 
Mayor of Pittsburgh, Bion J. Arnold. 
1912. Massachusetts Joint Board on Railroad 
Facilities and Port Development, 
Boston, 
1914. Boston Port Directors; Special Report 
to the Legislature of Massachusetts. 
1915. Supplementary Report, Massachusetts 
Public Service Commission, on Port 
and Terminal Development. 
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1915. Report Chicago Smoke Abatement 
Commission. 

1915. Preliminary Report, Chicago Railway 
Terminal Commission. 

1915. Jacksonville, Florida, Terminal Re- 
port. 

1916. Report of Massachusetts ‘Terminal 
Commission, appointed to investigate 
the subject of Terminal Facilities. 

1916. Report Chicago Railway Terminal 
Commission (The Wallace Report). 

1919. Progress Report New York—New Jer- 
sey Port and Harbor Development 
Commission. 

1919. Terminal Charges at United States 
Ports. Report submitted to the U. S. 
Shipping Board. 

1920. Report on Unification of Jacksonville, 
Florida, Terminals, by L. C. Fritch. 

1920. Joint Report, New York-New Jersey 
Port and Harbor Development Com- 
mission. 

1921. Report of the New York Port 
Authority. 

1921. Report of John F. Wallace, Chair- 
man, Chicago Railway ‘Terminal 
Commission. 

1922. Report of the Board of Economics 
and Engineering, National Associa- 
tion of Owners of Railway Securities. 
(For Chicago, published. For New 
York, in preparation. ) 

1922. Report of Engineers’ Committee, St. 
Louis—East St. Louis Railroad Ter- 
minals. 


Among the shippers’ and owners’ 
organizations there is the same manifes- 
tation of interest in, and appreciation 
of, the importance of terminal develop- 
ment. The Chamber of Commerce of 
the United States has given voice to it 
through its Railroad Committee Report 
of 1921, as follows: ‘The first step 
toward the accomplishment of greater 
economies in the operation of railroads 
is the larger cooperation of the carriers 
with each other in the performance of 
their services. In terminal organization 
and management, the cooperation of the 
carriers is especially urgent, and in this 
field undoubtedly many economies can 
be brought about . . . . There are evi- 
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dences of the earnest desire of some 
railroad companies to unite in the prep- 
aration of plans for the unification and 
development of terminals in the large 
cities. The Interstate Commerce Com- 
mission should exercise all the influence 
possible under the Transportation Act 
to further all such efforts. If experience 
should develop the need for legislation 
giving the Commission greater power 
than it now possesses, to compel car- 
riers to cooperate in terminal organiza- 
tion and development, such legislation 
should be enacted.”” Later, as stated by 
J. R. Bibbins, director of its department 
of transportation and communication,°* 
is again recorded the urgency of inves- 
tigation. The proceedings of the 
National Industrial Trafic League are 
actively concerned with it. Other 
organizations, like the American Petro- 
leum Institute, are demanding the per- 
petuation of terminal reforms instituted 
by the Federal Railroad Administra- 
tion. The National Association of 
Owners of Railway Securities created a 
board of economics and engineering, 
which is composed of eminent engineers. 
This body, after an exhaustive and ex- 
pensive examination, has focused its 
attention primarily upon terminal prob- 
lems, issuing its first report on Chicago 
in 1922. Leading economists of the 
country, specialists in transportation, 
seem to be agreed as to the primary 
necessity for terminal investigation and 
improvement. Sharfman, in his recent 
American Railroad Problem (1921), 
and Professor Dixon, of Princeton, in 
his latest work (1922), are reported 
by Ruggles,° in this view.* And the U. 

* Notably at Annual Convention American Elec- 


tric Railway Association, Atlantic City, New Jer- 
sey, October, 1921. 





* Railway Age, April 22, 1921, pp. 969 and 971. 
*Cf. “Terminal Charges at U. S. Ports,” U. S. 
Shipping Board Report, 1919. 


S. Army engineers have repeatedly 
intervened in various public terminal 
investigations, notably in Massachu. 
setts, 1916, calling attention to the 
bearing of terminal reforms upon the 
matter of national defense in time of 
war. 

As for recent treatises in the field of 
railroading, in the main they seem to 
underestimate the importance of termi- 
nal operation and economies.’ The 
nearest approach to adequate discussion 
is found in Vanderblue and Burgess’ 
Railroad, Rates, Service and Manage. 
ment, 1923. In this volume there is a 
review of the legal aspects of the mat- 
ter as disclosed in proceedings before 
the Interstate Commerce Commission. 
And it is evident that the joint authors 
appreciate the significance of these mat- 
ters. It is to be hoped, however, that 
in future editions there will be more 
attention paid to what may be called the 
strictly economic aspects of termina! 
affairs, as distinct from the legal ques- 
tions. Most of the other authors slur 
over the matter, in absence, perhaps, of 
first-hand contact. 

There is a considerable body of other 
oficial data, foreign and domestic, 
which may be added to complete this 
catalog, although the results have not 
been incorporated in this paper. The 
Board of Engineers for Rivers and 
Harbors in the U. S. Engineer Depart: 
ment, acting in conjunction with the 
Shipping Board, has for a number of 
years been issuing port studies. These 
began with Portland, Maine, in 1921, 
and the list now comprehends most 0i 
the secondary ports of the country. The 





* Also, American Association of Port Authorities, 
cited in 47 I. C. C. 734. 


"Cf. The author’s reviews in Quarterly Journal 
of Economics, Vol. XL, 1925, p. 152. 


*Chapters XVI and XVIII, especially. 
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primary ports are not ordinarily in- 
cluded in this set. For other countries, 
one must search in the annual reports 
of the various railway administrations, 
of which the South African Railways 
and Harbors may be cited as an illustra- 
tion. Then there are the valuable 
reports of the International Railway 
Congresses, notably those at Rome in 
1922, and at London in 1925. 


Il 


Practical railroad men are directing 
their attention increasingly to matters 
of terminal organization and manage- 
ment. As early as 1905, a special com- 
mittee of chief executives of the roads 
entering Chicago made a careful exami- 
nation of the local problem.* Since the 
war the Committee on Yards and Ter- 
minals of the American Railway Engi- 
neering Association has been preparing 
a report.’® Director General Walker D. 
Hines of the Federal Railroad Admin- 
istration in lectures at Harvard in 1922 
has expressed the conviction that the 
long-time interest in heavy train-loading 
has practically run its course, at least 
until economy and efficiency in terminal 
operation can be developed to a corre- 
sponding degree. Without such im- 
provement, he holds, the economies of 
line operation may all be dissipated at 
the two ends of the haul. A number of 
chief executives, as will appear in due 
time, are convinced of the necessity for 
cooperation in carload interchange at 
least—being seemingly in substantial 
agreement with James J. Hill—although 
most of them vigorously oppose the 
proposal of complete unification within 
aterminal zone. (W. H. Lyford, vice- 
president and general counsel of the 


—_——_—__. 


"Cf. Repert on the Handling of Less-than-Car- 
load Transfer Freight at Chicago, Belt Railway 
Co., 1914. 
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Chicago & Eastern Illinois, has been 
especially prominent.) And there has 
just been published a very careful ana- 
lytical report by the so-called Engineers’ 
Committee, St. Louis—East St. Louis 
Railroad Terminals, covering every 
phase of the subject. This, also, it is 
proposed to discuss subsequently. 

The Interstate Commerce Commis- 
sion, itself, seems about to be con- 
fronted with a whole new set of 
terminal problems. The added powers 
conferred as to opening terminals; as to 
division of joint rates; as to joint use 
in time of emergency; as well, particu- 
larly, as its new jurisdiction over matters 
of finance; all arise from the Transpor- 
tation Act of 1920. But these issues 
have already been presented in a con- 
siderable series of cases. The leading 
ones are cited by Commissioner Meyer 
in his dissenting opinion in the Chicago 
Junction Railway case (Finance Docket, 
No. 1165; 1922). A recent and very 
significant one is that of the Boston 
Wool Trade Association (60 I. C. C., 
282, and also 38 I. C. C., 643). Almost 
every phase of railroading is touched 
upon in these opinions; simple matters 
of rate-making; equality of treatment; 
plant facilities vs. common carrier ser- 
vice and valuation. But it is probably 
in the field of finance—the newly im- 
posed obligation to upbuild the credit 
of the carriers of the country—that this 
matter of terminal improvement is most 
directly imposed upon the Commission. 
The statement of Commissioner Harlan 
in the New York Harbor case (47 I. 
C. C., 734-5) is directly to the point. 
The opinion quotes the city of New 
York, intervener, apparently with 
favor, to the effect that “terminals are 
generally recognized as presenting the 


” Bulletin, American Railway Engineering Asso- 
ciation, Vol. XXII, 1921, p. 889; and Vol. XXIII, 
1921, p. 65. 
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great financing problem of the rail- 
roads”’; as also, “that the time will soon 
come when the carriers will find it nec- 
essary to accord adequate recognition in 
the rate structure to the heavy and ever- 
increasing expense of terminal opera- 
tion.” In conclusion, there may be 
added to this conviction of the Commis- 
sion, the evidence of the debates in Con- 
gress preceding the enactment of the 
Transportation Act, of its interest in 
the matter. There is no escape from 
the conclusion that a time will surely 
come when the Commission ought to 
face the problem, generally, not in par- 
ticular complaints, but as a matter of 
broad general policy. Every considera- 
tion of economic statesmanship impels 
it so to do. 


Ill 


Two separate aspects of this terminal 
problem are distinguishable at the out- 
set. The first is concerned, basically, 
with the promotion of such economy and 
efficiency in operation as the Commis- 
sion is required by law to impose in 
connection with reasonable rates of 
return upon a fair valuation. This 
question is so fundamental in the sound 
application of the Transportation Act 
that it should call for an intensive sta- 
tistical investigation by practical rail- 
road men, checked up in the field at 
every point. No single carrier, even 
were it so disposed, can undertake such 
a study. And personal and corporate 
rivalries stand in the way of its being 
undertaken under the auspices of any 
private organization. Two such stud- 
ies may be cited as samples of accom- 
plishment under public commissions. 





"Pp. 164-165 ff. 
™ Created April 13, 1921. 


* Also Report on the Handling of Less-than-Car- 
load Transfer Freight at Chicago (Belt Railway 


The Joint Report of the New York- 
New Jersey Port and Harbor Develop. 
ment Commission of 1920" has care. 
fully analyzed certain terminal costs of 
operation; and a considerable mass of 
detail is offered in the reports of the 
subsequent Port of New York Author. 
ity, 1921.7 The Board of Economics 
and Engineering of the National Asso. 
ciation of Owners of Railway Securities 
has similarly analyzed the Chicago traf. 
fic as to time of transit, movement, and 
volume, but offers no data as to costs, 
economy, or efficiency.* Apparently 
some earlier studies were made in New 
York, being cited in the New York 
Harbor case;"* but they seem to have 
been general and inconclusive. In due 
time the Interstate Commerce Commis. 
sion may find it requisite to make such 
an exhaustive study. For the immediate 
present, however, its powers over ter- 
minal operation, save under emergency, 
are so fragmentary, that it would 
appear to be premature to incur the 
expense or to take the initiative. Such 
an analysis of costs, of economy and 
efficiency, may well await a still greater 
insistency of public need, finding its ex- 
pression, perhaps, in a mandate from 
the Congress. 

The second aspect of the question is 
more immediate and urgent. It has to 
do, not with terminal matters in a gen- 
eral way, but specifically with them in 
their relation to the preparation of any 
plan for consolidation of the carriers of 
the United States into a limited number 
of systems, under paragraphs (4) and 
(5) of Section 5 of the Act to Regulate 
Commerce as amended in 1920. The 
tentative plan of the Commission, 





Co.), October 20, 1914, by W. H. Lyford (Privately 
printed). 

“47 I. C. C., 699; as also “Terminal Charges 2 
U. S. Ports,” U. S$. Shipping Board Report, May, 
1919. 
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already published, has provided for the 
consolidation of the principal carriers; 
but it made no provision either for the 
large number of short lines, or for the 
numerous terminal railroads. Some of 
these are in effect integral parts of 
existing systems, such as the Grand Junc- 
tion Railway at Boston; the Baltimore 
& Ohio Chicago Terminal Railway; or 
the Birmingham (Alabama) Belt Rail- 
road. The first of these is entirely 
owned by the Boston & Albany, the last 
is the individual possession of the Frisco 
system. Then there are several car- 
riers, owned by more or less closely 
afiliated roads, such as the Indiana 
Harbor Belt, owned three-fifths by the 
New York Central and one-fifth each 
by the Chicago & Northwestern and the 
Chicago, Milwaukee & St. Paul. But 
there are also a large number of proper- 
ties jointly owned by many roads. Fore- 
most among these are the Terminal 
Railway Association of St. Louis, the 
joint property of all the roads entering 
the city; the Chicago & Western In- 
diana, and its subsidiary Belt Railway 
of Chicago, owned by 12 carrier cor- 
porations; the Kansas City Terminal 
Railway Company, owned by all the 
roads in common; and on a smaller 
scale, the Norfolk (Virginia) Belt Line 
Railroad, jointly owned by the 8 sys- 
tems which enter the city. In New 
Orleans and San Francisco, the belt 
railways serving the ports are publicly 
owned. Unquestionably the trend in the 
smaller cities is in favor of enterprises 
of the latter class. But a substantial 
deadlock obtains in many places where 
one or more powerful roads dominate 
the situation. All told, the number of 
terminal properties is very considerable, 
and question arises as to whether they 
ought to be included somehow in a con- 
solidation plan. 


IV 


An analysis of the leading plans for 
operation of terminal properties more 
cooperatively than at present, dis- 
tinguishes three kinds of terminal ser- 
vice for freight. The passenger prob- 
lem is of course much simpler. For 
freight, the first is the purely switching 
proposition—industrial service at team 
tracks, freight-houses, spurs and sid- 
ings. This is distinctively own-line busi- 
ness. The essence of it is its local and 
purely individual character. Herein is 
the peculiar bond established between 
each particular road and its individual 
patrons. Of its very essence is the 
spirit of rivalry, engendered by the in- 
nate and professionally inculcated 
hankering of the practical railroad man 
for the long haul, and for linking up his 
trafic by the most nearly indissoluble 
bonds to his own company. The second 
group of services and facilities is inter- 
corporate but still local—it has to do 
with the transfer between companies of 
trafic destined for that particular ter- 
minal city. Reciprocal switching comes 
into play at this point; but in the main, 
it is a question of connecting or “run- 
ning tracks” and of local interchange or 
clearing-yards.**° The Chicago & Wes- 
tern Indiana (Belt Railway) is mainly 
concerned with this work; although, of 
course, there has developed along its 
rails a considerable and profitable indus- 
trial development, linked to it by spurs 
and sidings. Its main reliance, never- 
theless, and its specialization are upon 
intercorporate transfer, either local or 
through Chicago. The Chicago Junc- 
tion Railway, with its subsidiary Cen- 
tral Manufacturing District (prior to 
the recent New York Central lease) is 





“On the relative and switching, cf Vanderblue 
and Burgess, op. cit., pp. 276-279. 
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a hybrid, with the balance otherwise dis- 
tributed. For in its case, the main busi- 
ness is industrial switching, while the 
so-called “running tracks” are devoted 
to inter-railway transfer, mostly of 
Chicago business. Then, in the third 
place, there is a through traffic inter- 
change, or city by-pass service, which 
consists of the handling of traffic, 
if effectively done, around the city en- 
tirely—not permitting it, that is to say, 
to encumber the purely local business by 
being brought inside the break-up yards 
of each of the main lines serving the 
city. The Elgin, Joliet & Eastern, and 
the Chicago, Milwaukee & Gary Rail- 
road are typical of this group of ser- 
vices. None of the carriers, of course, 
do in effect clearly separate these differ- 
ent functions; nor perhaps would it be 
possible to do so, in practice, except 
upon paper. And the second and third 
groups are more closely related, of 
course, than is either of them to the 
first. For there is, truly, a basic differ- 
ence between the first—the switching, 
the local terminal receiving and deliver- 
ing facilities—and all the others which 
have to do with traffic interchange. 
In principle, the gap to be sought, as it 
appears, is that which is distinguishable 
upon close analysis, between services 
which are individual and in essence com- 
petitive, and those which must of neces- 
sity be cooperative in character to be 
really effective and economical. 
Somewhat of a hybrid—partly im- 
bued with competitive attributes yet 
measurably cooperative, nevertheless— 
is the group of facilities having to do 
with the housing and maintenance of 
equipment, and certain operating ser- 
vices, more or less common in charac- 
ter. Engine terminal facilities (round 
houses, and the like) ; freight-car repair- 
shops (emergency, especially); train 
yards, for storage or repair; car clean- 


ing yards, and icing plants for perish. 
able freight, may be enumerated in this 
class. They vary considerably jn jp. 
dividuality, as between competitive and 
cooperative enterprises. Some can be 
better performed jointly—icing, for 
example, judging by the Federal rail. 
way experience—while others are 5 
closely bound up with corporate rival. 
ries or are so necessarily kept distinct 
for purposes of accounting, that under 
any system of private ownership and 
operation they could not conceivably be 
merged in a common operation. 

Lest it be objected that the foregoing 
analysis makes the matter appear un- 
duly simple, it should be clearly under. 
stood that such generalization is only 
to be taken in the broadest way, for 
purposes of due perspective. The en- 
tire terminal problem is a matter of 
infinite detail. Each particular situa- 
tion must be, in a measure, a law unto 
itself. The Interstate Commerce Com- 
mission has already expressly so stated 
its opinion in the Manufacturers Rail- 
way of St. Louis case,** having therein 
found it “impossible to lay down any 
general rule of action.”” What will hold 
good, perhaps, for one city will be im- 
practicable for another: because of a 
different physical environment or dis- 
tribution of traffic; because of a peculiar 
railway layout; or, most essentially, 
because of the size and railway impor- 
tance of the place. The “insular dis- 
ability” of New York—on a tongue of 
land, physically tapped only by the New 
York Central, all the other carriers end: 
ing on the Jersey shore; the fluvial idio- 
syncrasy of the Pittsburgh location— 
narrow river banks below impassable 
bluffs, the banks themselves being 0 
conterminous; and the absolutely domi 
nant position of Chicago, as the solar 





* 211. C. C. Rep., 304. 
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plexus of the American railway net; such 
individuality in each case demands the 
utmost caution against undue generali- 
zation. The nature of the traffic also 
aflects operation in an intimate way. 
Dead freight or alive, perishable or not, 
carload or less-than-carload, in- and off- 
line trafic, through and local business, 


complexities of terminal operation may 
not in time lead to its supersession by 
something better. One seems, in fact, 
to distinguish a hazy line in municipal 
growth, on one side of which competi- 
tive individual terminal operation yields 
the best results; while on the other side 
of it, it becomes apparent that the most 
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must all be considered. What may be 
fittingly done through cooperative ef- 
fort in an icing plant might not be 
feasible for stock-yards or coaling sta- 
tions.” It may be eminently practica- 
ble to permit each contributing system 
to handle its own stock-trains with its 
own power over the rails of the Chicago 
Junction Railway directly to the unload- 
ing chutes; while the Belt Railway, 
nearby, would find the practice waste- 
ful in the extreme under its own peculiar 
conditions as to traffic, switching, trans- 
fer, or ownership of equipment. And, 
of course, the personal element counts 
for much. One man may so success- 
fully handle a terminal situation at the 
Twin Cities that it is cheaper to operate 
jointly than individually; while a coop- 
erative endeavor at Kansas City may 
show a contrary result under less skilful 
leadership. 

One point is clear, everywhere dis- 
tinguishable amongst the detail. The 
relative size of the population center, 
its stage of transportation evolution at- 
tained, must always be taken into ac- 
count. And in this regard, conditions 
change kaleidoscopically. What worked 
well in Chicago or New York in 1900, 
may quite conceivably be outgrown a 
quarter-century thereafter. Because re- 
ciprocal switching sufficed, even in the 
trafic congestion at Chicago in 1916, 
does not prove that the ever-increasing 

_— ‘Analysis of Methods of Handling Grain, Fuel, 
Ice, and so forth,” in Joint Report New York-New 


Jersey Port and Harbor Development Commission, 
1920, chaps. xxviii, xxix, and xxx. 


efficient and economical policy lies in 
consolidation or at least in cooperative 
effort. But the important point to note 


is the intricacy of the matter, and that, 
in consequence, only the broadest gen- 
eralizations may be held applicable to 
the terminals of the country as a whole. 


V 


Opinions as to expedient policy for 
the future fall into two opposing camps, 
with almost no middle ground or course 
between. Most of the railroad chief 
executives stand for the present purely 
individual or competitive order. Re- 
ciprocal switching (except for coal), 
even for competitive traffic, as at Chi- 
cago, with more or less independent or 
jointly owned belt lines, often competi- 
tive with one another, is regarded as en- 
tirely satisfactory. Or, as in the South- 
east, one finds extreme competition— 
some roads, like the Louisville & Nash- 
ville, refusing to permit any traffic other 
than their own to move over their 
terminal tracks. The trafic men par- 
ticularly are most individualistic, even 
more so than many chief executives; for 
the obvious reason, perhaps, that they 
feel the force of competition in secur- 
ing or holding business, more than the 
operating men.** The latter, and espe- 
cially the engineers, seem to be attracted 
to the opposite camp which holds for 


“ Vice-President T. C. Powell of the Erie, per- 
haps because of war experience, is a notable excep- 
tion. 
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complete unification or merger of all 
terminal facilities within a given zone. 
Most of the experts employed by the 
leading public commissions have been 
engineers—a fact which may in part 
explain their attitude and choice of 
policy.*® One notes, for example, James 
F. Wallace, chief engineer of the Chi- 
cago Terminal Commission; B. F. Cres- 
son and Col. W. B. Parsons, of the joint 
New York—New Jersey Port and Har- 
bor Development Commission and the 
Port of New York Authority, respec- 
tively; Bion J. Arnold, expert for a 
number of cities, among them Chicago 
and Pittsburgh; J. R. Bibbins, director 
of transportation, Chamber of Com- 
merce of the United States. These 
men all stand for complete unification— 
cooperation through joint operation in 
complete substitution for competitive 
ownership and management. Many 
former operating men, now in private 
employ, agree with them, especially 
those who had experience in joint opera- 
tion during the war. Among these are 
B. L. Winchell, federal regional direc- 
tor in the Southeast; G. C. Conn, now 
trafic manager for the Buick Motor 
Company; J. H. Brinkerhoff, in charge 
of the Chicago joint terminal for the 
Federal Railway Administration; L. C. 
Fritch, now vice-president of the Rock 
Island, long a consulting engineer, ex- 
pert on terminal matters; and W. H. 
Lyford, president of the Chicago & 
Western Indiana, are typical of those in 
active service, who have become con- 
vinced of the need of practically com- 
plete unification. 

Contrasting the various pronounced 
views, as expressed in published reports 





* The Board of Economics and Engineering of 
the National Asscciation of Owners of Railway 
Securities was peculiarly one-sided in this respect. 


or addresses, I am convinced that fo; 
the present at least, there is a safe 
middle ground between the extreme 
camps of complete competitive opera. 
tion, as at present, and of complete uni. 
fication, as demanded by most of the 
terminal commissions and other bodies, 
representative either of shippers, own. 
ers, or the general public. This inter. 
mediate policy seeks to accord recogni- 
tion to the basic demands of each side: 
but it stands unconvinced, as yet, as to 
the need for a complete overturn of ex. 
isting terminal policy. This middle 
ground reasons from the differentiation 
of terminal services, already pointed out 
in a preceding paragraph. It recog. 
nizes the need of a stress of rivalry, as 
an incentive to good service; but it also 
recognizes that in certain groups of ser- 
vices, competition, if overdone, over- 
extended beyond its proper sphere, or 
continued overlong in the development 
of a great city, may necessarily induce 
such operating wastes, as to dissipate all 
the gains arising from initiative. Thus, 
personal attention and familiarity with 
a plant unquestionably speed up per- 
formance, unless and until the com- 
plexity of the situation due to the size 
of the terminal leads to greater losses in 
operation than are gained by private 
initiative. And, reasoning contrariwise, 
from the point of view of the advocate 
of unification, universal access of all 
shippers alike to the rails of all carriers 
indistinguishably, however desirable as 
an ideal, may conceivably be had at too 
great a cost, measured by the substitu- 
tion of everybody’s business or nobody's 
business for each particular railroad’s 
business. A proposed public policy, to 
be outlined in a later article, builds upon 
this self-evident proposition. 
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THE DEVELOPMENT OF A BASIC PURCHASING 
POWER INDEX BY COUNTIES’ 


By H. G. WEAVER 


GENERAL MOTORS CORPORATION 


reflect directly or indirectly the 

relative economic importance of 
the various counties in the United 
States, and extensive use has been made 
of these data in connection with market 
analysis and advertising distribution. 
Some of the larger publishing houses 
have done especially commendable work 
in compiling and publishing such data 
as are available by counties.” 

This material is obtained from a va- 
riety of sources, including the various 
departments and bureaus of the United 
States Government, as well as state 
governments, trade associations, com- 
mercial agencies, and so forth. 

The county data generally available 
are as follows: 


. GREAT deal of data exist which 


Value of manufactured products 
Value added by manufacture 
Value of mineral products 
Value of fishery products 
Value of farm crops 
Population data 

Income-tax data 

Magazine circulation 
Number of retail outlets 
Automobile registrations 
Number of telephones 

Bank deposits 

Number of banks 

Industrial wage-earners 


In most instances these data were not 
originally gathered for the purpose of 





‘This article, which is reproduced through the 
courtesy of the General Motors Corporation, con- 
tains excerpts from the research which won the 
1925 Harvard Award of $2,000 for Scientific Re- 


— in Advertising established by Edward W. 
OK, 


serving as a guide to marketing effort-— 
their value as an index to markets being 
only an incidental or accidental by-prod- 
uct to the purpose for which they were 
collected. They must, therefore, be 
looked upon as nothing more than raw 
material which must be carefully sorted, 
tested, and appraised before being 
accepted for scientific use in connection 
with market analysis. 

In the case of a few isolated products, 
a single factor may be found in the fore- 
going material which will serve as an 
ideal index to the market. For exam- 
ple, the registrations of Ford automo- 
biles unquestionably provide a direct 
index to the market for Ford acces- 
sories. The value of farm crops may 
be used as a basis for advertising farm 
implements. Income-tax returns over 
$5,000 afford a reasonably good index 
to the market for high-priced motor- 
cars, and so forth. 

With the great majority of products, 
however, the problem is not so simple. 
In fact, it may be said that, except in a 
few isolated cases, there are no readily 
usable data that provide a satisfactory 
quantitative index to the market repre- 
sented by each county in the United 
States. 

In the past, the choice of data upon 
which to build sales quotas has, for the 
most part, rested upon arbitrary opinion 
rather than upon scientific analysis. 





* The preliminary investigations incident to this 
analysis were greatly facilitated by the excellent 
compilations provided by Crowell Publishing Com- 
pany, Curtis Publishing Company, Literary Di- 
gest, The Farm Journal, Woman’s World, and 
others. 
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It was the original purpose of this 
analysis to develop a county index 
which would afford a basic guide to auto- 
mobile advertising and sales effort. The 
approach to the problem, however, has 
necessitated an extensive inquiry into 
economic fundamentals, and this has 
resulted in the development of an index 
so basic in its nature that it may be used 
as a foundation upon which to build 
sales quotas for practically all kinds of 
consumer merchandise. 

It is, of course, recognized that the 
adaptation of such basic data must vary 
according to the individual nature of the 
product. Rarely do we encounter two 
marketing problems that are identical 
in detail. Fundamentally, however, the 
factors controlling the market for 
any product in any territory may be 
expressed quite simply in terms of a 
general law involving only two consid- 
erations. 

These considerations are as follows: 

1. The need or desire for the product, 
which may be real or imaginary, latent or 


active; 
2. The ability to buy the product. 


In other words, the determination of 
the market for a given product in a 
given territory appears to lie wholly in 
the answers to these two. simple 
questions: 


How many people want it, or can be made 
to want it? 
How many people are able to buy it? 


The first consideration involves a 
special analysis for each individual type 
of product. In such an analysis the 
psychology of the market must receive 
special attention. 

The second consideration—namely, 
the ability of the people to buy the prod- 
uct—depends upon purchasing power, 
irrespective of the nature of the product 
or commodity. Obviously the purchas- 


ing power of the people fluctuates from 
year to year, but if we can establish 
what might be defined as the relative 
normal purchasing power of each 
county, such data would provide a basis 
upon which to interpret current business 
reports. 

Each type of data referred to on the 
previous page reflects purchasing power 
to some degree either directly or indi. 
rectly, but the human brain is incapable 
of drawing quantitative conclusions 
through a casual examination of such 
diversified and heterogeneous material, 
It is as though we attempted to solve 
a quadratic equation without the use of 
pencil and paper, and without first mas- 
tering the mathematical _ principles 
involved. 

It is, therefore, the purpose of this 
study to develop a method whereby the 
normal purchasing power of each county 
may be determined through the use of 
the heterogeneous data which are avail- 
able by counties. In other words, it 
will be our aim to reduce these hetero- 
geneous county data to a common 
denominator and this common denomi- 
nator to be of greatest value must be 
expressed in terms of dollars. 


I 


_ Incomes by counties are not available, 
but for certain past years we have very 
reliable estimates reflecting the incomes 
by states which were developed by the 


National Bureau of Economic Re- 
search. Furthermore, we can develop 
similar estimates for later years by pro- 
jecting the National Bureau of Eco- 
nomic Research data for each state on 
the basis of tax returns, crop reports, 
debits to individual accounts, and other 
available data reflecting the economic 
trend of each state. 

By this method the income of each 
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state in the Union was estimated, and 
these estimates, coupled with the esti- 
mates of the National Bureau of Eco- 
nomic Research, provided us with data 
whereby the average income of each 
state in the Union might be estimated 
for the past five years. (The use of 
such an average tends to eliminate fluc- 
tuations in economic conditions.) Rela- 
tively speaking we may consider such 
‘income estimates as being known 
quantities. 

Now then, if we can develop some 
kind of formula which will enable us to 
estimate that which we already know— 
namely, incomes by states—and if, in the 
development of such a formula, we will 
confine ourselves to the use of only such 
data as are also available by counties, 
we will then feel warranted in venturing 
into the unknown by applying such a 
formula to counties within states. 

Special emphasis is placed on the fore- 
going paragraph inasmuch as it sets 
forth the sum total of the fundamental 
reasoning upon which the following 
analysis is based. 

Repetition seems excusable: We 
know the income of each state. We de- 
sire to estimate the income for each 
county. 

Certain data, which bear some rela- 
tion to income distribution, are avail- 
able for both counties and states. Our 
problem is one of bridging the unknown 
through the use of any or all of these 
data which are commonly available to 
both counties and states. 

We will first attempt to determine, 
through a large number of experimental 
tests, just what data to use and how to 
use them. This will be done by attempt- 
ing to estimate that which we already 
know through the use of the material 


‘which is also available in the realm of 


the unknown. If these efforts are suc- 
cessful, in other words, if we are able 


to estimate state incomes with reason- 
able accuracy and without resorting to 
the use of data other than those which 
are also available by counties, we will 
then feel justified in assuming that the 
same methods will give similarly accu- 
rate results when applied to individual 
counties within individual states. 


Il 


The National Bureau of Economic 
Research basic data on state incomes, 
as well as the projected estimates devel- 
oped therefrom, include surpluses and 
inventory gains. 

From data made available by them, 
however, it was possible to eliminate 
this type of income. The residue figures 
were accepted as representing current 
income, which approximates the amount 
of money available for spending as con- 
trasted to gross income.* 

The resulting estimates were further 
modified by discarding that income 
which is concentrated in the hands of 
individuals in excess of $10,000 per 
annum. That is to say, incomes up to 
$10,000 a year are arbitrarily defined 
as “effective,” but incomes in excess of 
$10,000 are treated as $10,000 incomes 
—not appreciably better than $10,000 
incomes from a purchasing power stand- 
point. 

The $100,000 man, for example, is a 
better prospect for motor-cars than a 
$10,000 man, but he is not 10 times as 
good. Obviously, when a man makes 
$100,000 a year, a great portion of his 
income will go into investments instead 
of being spent for consumption goods. 

The amount of income in excess of 





* Grateful acknowledgment is made for the en- 
couragement, cooperation, and assistance which 
have been rendered the investigator by Dr. 
Willford I. King, of the National Bureau of 
Economic Research. 
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$10,000 was readily estimated through 
the use of income-tax-return data. The 
state estimates incorporating the fore- 
going corrections will, for purposes of 
convenience, be termed as “Effective 
Incomes,” which may be considered as 
analogous with “Purchasing Power.” 


CHOOSING THE DaTA. By reducing 
the state data described on page 276 to 
a “percentage of United States’ basis, 
it was possible to appraise each factor 
as regards its correlation with the per- 
centage of “effective income” in each 
state. 

It was also possible, with the data 
reduced to a percentage basis, to experi- 
ment with various combinations. For 
while it would be absurd to add the 
number of telephones to the magazine- 
circulation figures, it is perfectly logical 
to average the percentage of telephones 
in a state with the percentage of maga- 
zine circulation in that state, in an 
effort to find a combination that will 
correlate with the percentage of the in- 
come enjoyed by the states.* 

After reducing all state data to a 
“percentage of United States” basis, 
they were carefully examined to deter- 
mine just which elements provided the 
best indexes to effective income. Over 
1,000 tests were conducted, involving 
various combinations of the percentage 
data. (Specimens of these preliminary 
tests are omitted because the semifinal 
tests shown in Table II amply illustrate 
the method employed.) Through this 


tedious process of selection, the follow- 





*The following data were already on the basis 
of a common denominator expressed in dollars, 
and since each element represents essentially the 
same proportionate relation to income the data 
were combined before being reduced to a per- 
centage basis: 


Value added by manufacture. 
Value of farm crops and live stock products. 
Value of mineral products. 


ing elements were chosen as Providing 
the best material with which to pursye 
the studies. A lesser number of factors 
was found to be inadequate, and the 
use of additional factors was proved to 
be unnecessary and undesirable. 


A. PERCENTAGE OF VALUE oF Propucts— 
including: 
Value added by manufacture (U. §. 
Census, 1919) 
Value of farm crops (U. S. Census 
1920) 
Value of live stock products (As esti. 
mated by Crowell ) 
Value of mineral products (U. S. Geo- 
logical Survey, 1922-1923) 
Value of fishery products (U. S. Bureay 
of Fisheries, 1920-1923) 
B. PercentaGe or Reta Out ets (R. L, 
Polk Census, 1922) 
C. PERCENTAGE OF ToraL Popu ation’ 
(U. S. Census, 1920) 
D. PERCENTAGE OF INCOME-TAX Returns 
(Bureau of Internal Revenue, 1922) 


These percentages, in comparison 
with the percentage of income received 
by each state, are shown on Table I. 


COMBINING THE DaTA. It was fur- 
ther determined, through a great num- 
ber of preliminary tests, that the proper 
combination of these percentages lay 
somewhere between a simple average 
and a “weighting” of the income-tax 
data twice, three times, four times, and 
five times. 

As an illustration, let us take the state 
of Alabama, which represents: 


A—1.22% of U. S. Total Value of Prod- 
ucts 
B—1.26% of U.S. Retail Outlets 





Value of fishery products. 


*In view of the rather general use of “native 
white population” in market-analysis work *t 
should be pointed out that this factor was very 
extensively tested, but in all instances the total 
population proved to be a superior figure. This 
of course, applies to the formula treatment. Native 
white population, taken by itself, correlates mort 
closely with income than does total population. 
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K Is a Known Quantity for States Only 


ING THE INCOME FOR EAcH County IN EACH STATE 


A, B, C, D Are Available for Both States and Counties 





DEVELOPMENT OF A PURCHASING POWER INDEX 
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C—2.22% of U. S. Total Population 
D— .64% of U. S. Income-Tax Returns 
K—1.09% of U.8. Total Effective Income 


We will now attempt to combine data 
A, B, C, D in such a way as to approxi- 
mate K. These experimental combina- 
tions will be designated as Formulas 
Numbers 1, 2, 3, 4, and 5. 


FoRMULA NUMBER I 
First, we will take a straight average: 
1.227 +1.26%-+2.227o+.64% __ 
4 


33% 





FoRMULA NUMBER 2 
Next, we will take the Income-Tax Returns 
factor twice: 
1.22% +1.26% +2.22 Yo+2X.64% 
5 


=1.20% 





FORMULA NUMBER 3 
Weighting Income-Tax Returns 3 times: 
1.22% +1.26% +2.22%+3X.64% 
6 





=1.10% 


FoRMULA NUMBER 4 
Weighting Income-Tax Returns 4 times: 
1.22% + 2.26% 42.23 TeX 64% _, 14, 
7 
FoRMULA NUMBER 5 
Weighting Income-Tax Returns 5 times: 


% %o +-2.22 % 64% 
1.22% +1.26 am 22%+5xX 470 _ 99% 





The estimates resulting from such 
experimental calculations are shown in 
Columns E, F, G, H, and I, Table II, 
wherein there is found a strikingly close 
agreement with the actual percentage of 
income in Column K. 

In defining the allowable degree of 
error in such fields of inquiry, Volume 
1 of the National Bureau of Economic 
Research has the following to say: 


Clearly, no care taken in working up such 
data as are now available can guarantee pre- 
cise results. The task of putting a figure on 
the National Income is more like the task of 
valuing a railway system than like the task of 
drawing up its profit and loss statement. The 


work must be done in a broad style. It js 
estimating, rather than enumerating or mea- 
suring. In his recent summary of the estimates 
of the national incomes of the chief powers 
Sir Josiah Stamp put in his highest grade those 
estimates “not likely to be inaccurate to , 
greater extent than 10%.” 


In order to facilitate an appraisal of 
the results shown in Table II, a star (*) 
has been placed after each estimate fall. 
ing within 10% of the figure appearing 
in Column K. 

The remarkable degree of accuracy 
obtained, especially through the use of 
Formulas Numbers 3, 4, and 5, is em. 
phasized by the following summary: 


In Column E, 26 estimates are within 
10% of K 

In Column F, 35 estimates are within 
10% of K 

In Column G, 46 estimates are within 
10% of K 

In Column H, 44 estimates are within 
10% of K 

In Column I, 41 estimates are within 


10% of K 


THE SCIENTIFIC ASPECTS OF THE 
Process. While the economic data 
employed in these estimates were se- 
lected through a laborious “‘cut and try” 
process rather than through scientific 
hypothesis, the possibility of combining 
these data in such a manner as to get a 
correlation with the actual income dis- 
tribution is not without scientific justi- 
fication. Furthermore, an inquiry into 
the scientific justification of the data 
employed is not only interesting but 
promotes a greater confidence in the 
method. 

Income, from the standpoint of this 
analysis, may be considered as being 
divided into two general classifications: 


1. Basic Income. Newly created wealth 
—income accruing directly from physical pro- 
duction of mines, factories, fisheries, farms, 
and so forth. 
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Taste II]. D&vELOPMENT oF INCOME FoRMULAS FoR APPLICATION TO CounTIEs 
K Represents a Known Quantity 
E, F, G, H, and I Represent Various Averages of Data 4, B, C, and D (From Table I) 
in an Effort to Estimate K 
| K E | F G H I 
| ee Formula Formula Formula Formula Formula 
Income No. I No. 2 No. 3 No. 4 No. 
NAME OF STATE Received A+B+C+D |A+B+C+2D/A+B+C +3D |A+B+C+4D| A+B e+45p 
by State 4 | 5 ’ 6 7 8 
% U.S. Total 
| / 
RN. a aed oa eee | 1.09 1.33 1.20°* | 1.10* 1.04* -99* 
BNE oxanagcaned 3% .ji* git | jit 31° 31° 
pt Se eee 84 | 1.07 95 .37* “Bit S54 
OS err ee 5.08 | 4.32 | 4.70* 4.95" 5.13* 5.29% 
| POR ee re. -99 93° | .94* .95* .95* .96* 
CORMPCIOUE,...0.5:5-0 bea | .. 97 1.55* 1.62* 1.66* 1.69* 1.72" 
PAI «5d g assdnberees ac 4 Yn | 24° .24* .24* 24" 
District of Columbia... ... .69 51 .64* 72° 79 83 
PM <2 ccccasarasavee .62 | 73 71 .69 _68* 67% 
Georgia setae in eee 1.45 1.79 } 1.64 | .° 1.47* 1.41* 
Idaho 38 .go* | 39° | - 38° .38* -37* 
Illinois 7.61 i 7.40° | 7.79* 7.97% 8.41* 
Indiana were 2.49 2.79 2.68* 2.61* 2.56* 2. 53° 
lowa... 1.99 2.50 2.39 2.31 2.26 2.22 
OT ne ae 1.50 1.70 1.62* 1.56* 5.52° 1.49* 
| err 1.4] 94 1.57 1.48* | 42" i." 
Louisiana 1.12 1.22% | a i | 1.12* 1.20° 
Maine..... re .69 wa? Be > ed -Jo* | .69* .69* 
Maryland... 1.48 1.38" | Las |} 1.46* | 1.49* oe tay 
Massachusetts. . 5.00 4-34 4.64% | 4.84* 4-99* 5.10° 
Michigan..... b apites 3.82 3.79" 3.82* 3. 84° | 3. 86* 3.87" 
MR sais as rk Beare 1.97 2. se” ae 2.01% =| 1.98* | 1.96* 
Mississippi . 7g 1.02 go P| a 7° 
Missouri... .. . 2.84 3.06% | 2.967 | 2.90% | tn 2.82* 
Montana. . .50 .: a a sa" $4" sg? 
Nebraska... 1.03 | 1.35 1.28 =| 1.23 | 1.20) | 1.17 
Nevada..... Il 1* oe 3° | age | .12* 
New Hampshire 49 | ag” .46* 46" | .46* .46* 
New Jersey... ath id 3-73 3.78* 3.92* | 4.01% | 4.07% | 4.12 
New Mexico. . 2 2a" ag" | 227 | a8 21 
New York...... 14.79 12.01 12.87 | 13.44" | 13.85% | 14.15% 
North Carolina. ..... ..4 a 7 1.57 oa Lay" | r.40" 
North Dakota 43 . 56 50 | — (| 44° 42° 
Ohio......... 5.75 5.74° 5.67* | 5.62% | s.g9° | 5.57* 
Oklahoma... . 1.47 58* 1.48* rae 1.36* | f.20" 
Oregon.........., 83 75° .78* .8i* .82* | .83* 
Pennsylvania... . . 9.18 9.19* 9.08* g.o1* 8.96* | 8.93* 
Rhode Island. . 74 64 66 .68* .69* | .69* 
South Carolina. . 84 1.06 .ga* .84* 77% | By 
South Dakota... .. .48 .60 54 gs* .48* | .46* 
Tennessee. . 1.24 1.53 1.4! | a s.28° =| 24° 
Texas. . 3.61 2.65" 3.36" 3.26" 3.19 9.86 
Utah 37 .4i* .4i* .41* wae .41* 
Vermont . 30 32° an .go* .29° | .29* 
Virginia Bea 1.42 1.60 tw Ct 1.42* 1.97% | '.29° 
Washington. . . . 1.53 1.49* 1.55* | 1.60% | 1.63* | 1.65* 
West Virginia 1.08 1.22 1.18* | 1.16* | 1.14* | 1.13° 
Wisconsin 2.34 2.64 2.58 an 2.§2° 2.50° 
Wyoming 25 .24* 26% | 27% 27* 28* 
entaini 100.00% | 100.00% | 100.00% | 100 00% | 100.00% | 100.00% 





“These estimates denoted by 


a star (*) are within 10% of the corresponding figures in Column “K.” (See Text, page 280) 
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2. SUPPLEMENTAL INCOME. Income ac- 
cruing from services rendered, including all 
commercial operations, transportation services, 
governmental activities, and so forth. 


In the light of this interpretation of 
income, the scientific justification of the 
foregoing process is readily disclosed 
through an analysis of the factors 
employed. 


VALUE OF PRopuUCTs AS AN INDEX 
TO INcoME. Obviously the value of 
goods produced in a territory affords a 
very accurate index to basic income. 
Such an index, however, does not reflect 
the income accruing from commercial 
operations. Furthermore, the territory 
that produces the goods does not neces- 
sarily enjoy the full benefit of the value 
represented thereby. For example, a 
mining operation in Arizona might ben- 
efit the shareholders in New York City 
more than it does the inhabitants of 
Arizona. 


RETAIL OUTLETS As AN INDEX TO 
INCOME. The number of retail outlets 
is an excellent index to income because 
retail outlets reflect the demand for 
merchandise, and the demand for mer- 
chandise depends upon the income ayail- 
able for spending. 

The objection to using retail-outlets 
data by themselves is that they unduly 
emphasize supplemental income. 

This criticism, however, becomes a 
distinct advantage from the standpoint 
of our treatment, because it provides 
the means of offsetting the opposite 
characteristics in the value-of-products 
index. 


POPULATION AS AN INDEX TO IN- 
COME. The population of a given terri- 
tory obviously has a bearing on both the 
basic and the supplemental income of 
that territory. 


HARVARD BUSINESS REVIEW 


Without people there can obviously 
be no income, and if the wage rate were 
equal in all sections of the country and 
the same percentage of the people were 
working the same number of hours in 
each locality, then population, taken by 
itself, would afford an ideal index to 
territorial purchasing power. (An equal 
wage rate, of course, presupposes a 
uniform distribution of natural re. 
sources and productive equipment. ) 

Obviously, these factors vary in each 
community, but nevertheless, population 
figures, when used with other balancing 


factors, afford a valuable clue to income. 


Taken by itself, population gives too 
high an estimate for such states as Ala- 
bama, and too low an estimate for states 
like Massachusetts, Connecticut, and 
New York. 

In other words, the population factor 
as a relative index gives too high an 
estimate for territories where there are 


a lot of people receiving low incomes, 
and too low an estimate for territories 


in which the people receive high 


incomes. 


NuMBER OF INCOME-TAX RETURNS. 
The number of income-tax returns re- 
flects both basic and supplemental in- 
come. 

The income-tax-return data would 
provide an almost perfect index to in- 
come if all income recipients made 
enough to place them above the tax level 
and if there were no evasion. 

Obviously, such is not the case. There 
is undoubtedly a considerable degree ot 
evasion, and, furthermore, the major 
market for the average product lies be- 
low the level of the taxpayer. (Even 
in the case of motor-cars, there are ap- 
proximately twice as many cars in use 
in the United States as there are income- 
tax payers.) 

The limitations of income-tax data as 
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a single index to purchasing power are 
disclosed by the following figures: 

The income of the United States is 
over $60,000,000,000. The income as 
reflected by tax returns is less than 
$25,000,000,000. In other words, there 
is a purchasing power of over $35,000,- 
900,000 which is not reflected by tax- 
return data. 

In contrast to the population index, 
the percentage of number of income-tax 
returns taken as a single factor results 
in an estimate that is too low for such 
states as Alabama and Mississippi and 
too high for states like Massachusetts 
and New York. 

The population index overemphasizes 
the low income. The number of in- 
come-tax returns overemphasizes the 
high incomes. Taken together, how- 
ever, they tend to compensate one an- 
other just as the value-of-products and 
retail-outlet indexes tend to eliminate 
undue emphasis upon basic income and 
supplemental income. 

Tax-return data also tend to com- 
pensate for the errors in income distri- 
bution as reflected by the value-of-prod- 
ucts index when the income accruing 
from basic production goes to the share- 
holder in another area. 

The following recapitulation empha- 
sizes the outstanding qualities of each 
of the foregoing indexes in their rela- 
tion to one another and stresses their 
counter-balancing characteristics. An 
examination thereof seems to provide 
ample scientific justification for the use 
of these combined factors as an index to 
income, 


A. VALUE OF Propucts 


1. Overemphasizes basic income. 
2. Does not reflect diversion of income 
to shareholder in “foreign” territory. 


B. NuMBER oF RETAIL OUTLETS 


1. Overemphasizes supplemental income, 
thereby tending to offset A-1. 
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C. Totat PoPpuLATION 


1. Reflects both basic and supplemental 
income, but— 

2. Exaggerates income in the lower 
levels. 


D. NuMBER oF INcoME-TAx RETURNS 


1. Reflects both basic and supplemental 
income, but 

2. Overemphasizes incomes in the higher 
levels, thereby tending to compensate 
C-2. 


IV. Final Choice of Formulas on the 
Basis of Individual State Groups 


Although the estimates shown on 
Table II are remarkably accurate, they 
do not necessarily represent the maxi- 
mum accuracy attainable through the 
use of the process. 

In view of the widely varying char- 
acteristics between the various states 
composing the United States, it is 
hardly to be expected that any single 
treatment would yield the best results 
for all states. In other words, we 
should not expect one formula to fit such 
extreme conditions as Arizona and 
Rhode Island. Nor is it obligatory 
that the same formula be used through- 
out. 

With a view to determining the 
formula best adapted to each type of 
state, further tests were conducted by 
dividing the United States into groups 
of states that were considered as being 
economically and geographically similar. 

In other words, instead of letting the 
United States total represent 100% as 
in Tables I and II, we will let each 
group represent 100% and develop new 
percentage figures for the individual 
states comprising the group. 

For example, if a special test on New 
York, New Jersey, Massachusetts, and 
Connecticut is desired, we will let the 
economic data on these states alone 
represent 100% and develop new per- 
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centages for each of these four states 
and test our formulas on the basis 
thereof. 

In this connection it should be borne 
in mind that we are still dealing with 
known quantities. 


Classification of States 


For the purpose of determining which 
states fall in the same economic groups, 
a special table was designed for the pur- 
pose of showing the relative economic 
status of each state in the Union. 

Table III indicates the various fac- 
tors that were considered in this con- 
nection. These factors were chosen 
more or less arbitrarily. Special atten- 
tion is directed to this table, which not 
only provides a somewhat scientific basis 
of classification from the standpoint of 
this particular study, but which suggests 
a convenient method ef approaching 
similar problems in other fields of in- 
quiry relating to sectional comparison. 
The tabulations on Table III are ar- 
ranged on the basis of the descending or 
ascending value of the factors under 
consideration, with a view of throwing 
similar states in the same vertical posi- 
tion on the table. By using Table III 
as a work sheet and tracing each state 
across the sheet, the similarities between 
different states were readily determined. 

The basic classifications determined 
upon through the use of this table were 
as follows: 


1. Southern group. Characterized by low 
per capita income and extensive agricultural 
operations. (South Carolina, Georgia, Ala- 
bama, Mississippi, and so forth.) 

2. Sparsely settled western states. 


Charac- 


terized by high incomes, range cattle and min- 
ing operations. 
and so forth.) 

3. Urban group. Thickly settled industrial 
states having a high percentage of their popu- 
lation in large cities. 


(Arizona, Nevada, Montana, 


(New York, Rhode 


HARVARD BUSINESS REVIEW 


Island, Massachusetts, Illinois, Michigan, and 
so forth.) 

4. Miscellaneous and hybrid groups. Some 
states do not fall under a distinct classification 
and must therefore be tested with groups espe. 
cially designed for the purpose. (West Vir. 
ginia, for example, appears to be a cross 
between Pennsylvania and Oklahoma. Maine, 
New Hampshire, and Vermont have the char. 
acteristics of Massachusetts on the one hand 
and Montana on the other, and so forth.) 


We are now in a position to apply 
our formulas to selected groups corre. 
sponding more closely to the conditions 
represented by the relations between 
the different counties within an indi- 
vidual state. For example, Alabama, 
Mississippi, and South Carolina, taken 
as an isolated group, appear to provide 
us with test conditions closely analogous 
to the counties within any one of these 
states. In other words, South Caro- 
lina, in its relation to this group, is com- 
parable to a single county in South 
Carolina in its relation to the state of 
South Carolina as a whole. It is as- 
sumed, therefore, that the particular 
formula which will give the best results 
for such a group will give the best re- 
sults for the counties within the states 
comprising the group. 

The foregoing paragraph merely in- 
dicates the principle involved, and the 
assumption therein is not without flaw. 

It is true perhaps as applied to aver- 
age or normal counties within those 
states, but how about the counties con- 
taining large cities? It could hardly 
be said, for example, that Fulton County 
(Atlanta) is to the state of Georgia as 
Georgia is to the southern group. | 

In order to reckon with the effect of 
large cities, an analogous condition was 
constructed by using such states 4s 
Rhode Island, Massachusetts, or Con- 
necticut, as representing the character 
istics of a large city. (District of 
Columbia could not be safely used for 
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such a purpose because of its erratic 
characteristics.) By throwing Rhode 
Island in with the southern group and 
conducting additional tests, the accuracy 
of the several formulas from the stand- 
point of a large city could be sensed. On 
the basis of the various groupings and 
combinations of groupings, a total of 
18 groups were tested in addition to the 
preliminary tests on the United States 
as a whole. These tests not only covered 
states that were economically similar, 
but also a number of groups that dove- 
tail into one another, with the idea of 
getting as many different kinds of com- 
binations as appear likely to occur as 
between the counties in any single state. 
As might be expected, such estimates, 
generally speaking, worked out some- 
what closer than in the case of the 
United States dealt with in its entirety, 
as shown on Table II. 

Through such group testing, the 
formula best suited to each state was 
determined. Incidentally, the formula 
finally chosen for a given state was not 
necessarily the same as the formula 
which showed the best agreement for 
that particular state in the tests shown 
on Table II. In the case of Alabama, 
for example, Formula Number 3 shows 
up best when Alabama is tested as a 
part of the total United States, but the 
more extensive tests on the basis of 
special groupings indicated quite posi- 
tively that Formula Number 2 is supe- 
rior for such territory as Alabama. 

Thus have we solved our basic prob- 
lem as stated on page 277: 


. ... if we can develop some kind of a 
formula which will enable us to estimate that 
which we already know (namely, incomes by 
states) and if in the development of such a 
formula we will confine ourselves to the use 
of only such data as are also available by 
counties, we will then feel warranted in ven- 
turing into the unknown by applying such a 
formula to counties within states. 


A pplication of Formula to County; 
Within States 


Up to this point we have been deal. 
ing with problems to which the answers 
were known. We will now venture 
into the unknown by applying the for. 
mula selected for each state to the indi. 
vidual counties within that state. 

In the case of such states as Alabama, 
Mississippi, Georgia, and so forth, it 
was established that Formula Number 
2 would give the most accurate results, 
Hence, the conclusion is drawn that 
Formula Number 2 will give the best 
results for the individual counties com. 
posing Alabama. 

In other words, the income for the 
counties in Alabama can best be esti- 
mated as follows: 

Reduce the following data for each county 


in Alabama to a percentage of the Alabama 
state total— 


A. Value of Products 

B. Number of Retail Outlets 

C. Total Population 

D. Number of Income-Tax Returns 


Weight the income-tax returns per- 
centage twice and average the figure. 
The resulting weighted average repre- 
sents the percentage of Alabama’s in- 
come received by the county under con- 
sideration. 

By applying the percentages de- 
veloped in this way to the effective in 
come for the state as a whole, we arrive 
at an estimate of the total effective in- 
come received by each county, and then 
by dividing the effective income of each 
county by the population of the county, 
we can determine the effective per capita 
income for each county. Our final pro¢- 
uct, therefore, provides us with income 
data for each county expressed in three 
ways, namely: 


1. The effective income of each county % 
a percentage of the state total. 
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2. The amount of effective income received 
by each county expressed in dollars. 

3. The effective per capita income of each 
county expressed in dollars. 


The following example shows the 
derivation of these data for Autauga 
County, Alabama. 

Autauga County, as a percentage of 
the Alabama state total, has: 


91% of the total value of products in the 


state 
.59% of the retail outlets in the state 
80% of the total population in the state 
.23% of number of income-tax returns in 


the state 


g1+.59+.80+2X.23 _ 
5 


In other words, Autauga County re- 
ceives .552% of Alabama’s income. The 
average effective income of Alabama for 
the past five years is estimated at $706,- 
600,000. Therefore, .§52% of $706,- 
600,000 gives an estimate of $3,900,- 
432, representing the annual effective 
income received by Autauga County. 
The population of Autauga County is 
18,908. 

This annual effective income, $3,900,- 
432, divided by 18,908 gives us an aver- 
age annual effective per capita income 
for Autauga County of $206. 

The data on some other counties in 
Alabama are shown on Table IV. 

Specimen tabulations showing the per 
capita purchasing power on a few im- 
portant metropolitan counties picked at 
random throughout the country are 
shown on Table V. 

As will be noted, the per capita pur- 
chasing power for these counties does 
not show such extreme variations as are 
evident in the smaller towns and rural 
areas. 

As a matter of general interest the 
effective per capita incomes, represent- 
ing purchasing power by counties, range 





552% 
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Taste IV. Purcuasinc Power sy Coun- 
TIES—SPECIMEN DaTA ON ALABAMA 


Average Effective Income for Alabama, 











$706,600,000 
Purchas- 
ing Capita 
Power | Purchasing | Popula- | ,~@P! 
Name of County asa Power in | tion of | Purchas- 

Percent-| Dollars County 

age of Power 

State 
BE, 6. 6 680K04 -552%|$ 3,900!432 | 18,908 $206 
Baldwin pre rts -656 4,635,206 | 20,861 222 
Barbour.......... .966 6,825,756 | 32,067 213 
eee -700 4,946,200 | 23,162 214 
ES 4,550,504 | 25,748 177 
Ba da 00:60 kes -592 4,183,072 | 25,333 165 
NG a6: 5 5dig b mike .878 6,203,048 | 20,556 210 
a 2.142 15,135,372 | 48,270 314 
eee 1.276 9,016,216 | 41,466 217 
Cherokee..........] .556 3,928,696 | 20,895 188 
NS ois ne sans .650 4,592,900 | 22,770 202 
CRS on oct nties -534 3,773,244 | 20,870 181 
a -684 4,833,144 | 26,409 183 
ae a 3,554,198 | 22,729 156 
| ee .332 2,345,912 | 13,360 176 
os, oic ad carats .844 5,963,704 | 30,273 197 
A 1.356 9,581,496 | 32,368 296 
ee .652 4,607,032 | 24,756 186 
Coosa eS eer -332 2,345,012 14,839 158 
Covington.........] 1.256 8,874,806 | 38,411 231 
Crenshaw......... .588 4,154,808 | 23,017 181 
eee 1.014 7,164,924 | 33,277 21s 
Ss a 4,720,088 | 22,768 207 
NG dt a. «kala 0,-0.8 2.592 18,315,072 | 54,764 334 
po ee -| .936 6,613,776 | 34,743 190 
caw SOE .800 5,652,800 | 28,085 201 
MIs 6 00000 -796 5,624,536 | 22,649 248 
EHtowah........... 2.138 15,107,108 | 47,696 317 
Payette........... .500 3,533,000 | 18,474 19! 
URS 64000000 .586 4,140,676 | 22,148 187 
IN. a si0-0 scone 27.504 [194,343,264 | 314,359 618 
Montgomery...... 5.928 41,887,248 | 80,853 518 
Mobile...........«] 7.216 50,988,256 | 101,109 504 

















all the way from $123 per person per 
year, in the case of Itawamba County, 
Mississippi, to $1,107, in the case of 
Los Angeles County, California. This 
wide range of variation in per capita 
purchasing power emphasizes the eco- 
nomic necessity for a careful discrimi- 
nation between markets. 


VI. Defects, Limitations, and Criti- 
cisms of Purchasing Power Analysis 


1. The estimates do not reflect current con- 
ditions, the method as outlined being suited 
only to the development of static figures or 
“norms” which serve as a basis upon which to 
interpret current business reports. 

2. While the state incomes are all on the 
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Taste V. PurcHasinc Power sy Counties—SpeciMEN Data on Countizs Contajy. 
ING LarcE CITIES 














Per Per 
' Capita ‘ Cans 
State and City Popula- | Pur. State and City Popula- Pe 
County tion | chasing County tion | ches 
Power hee 
ARKANSAS MonTANA 
Pulaski.......| (Little Rock) 119,990 | $ 661 Silver Bow....| (Butte) 61,919 | $ 976 
CALIFORNIA NEBRASKA 
Los Angeles...| (Los Angeles) [1,136,845 | 1,107 Douglas. ..... (Omaha) 221,200 | 8x 
San Francisco.| (San Francisco) | 548,284 | 1,047 ‘ 
CoLorapo New Jersey 
Denver.......| (Denver) 256,491 891 ada cann (Newark) 716,612 | 876 
GEORGIA New York 
Fulton. ...... (Atlanta) 258,041 895 New York. .. .|(New York City)/6,015,504 | 1,046 
ILLINOIS N. CAROLINA 
Ne wie niet (Chicago) 35353,276 932 Mecklenberg. .| (Charlotte) 87,028 | 632 
INDIANA Ox10 
Marion.......| (Indianapolis) | 387,180 843 Cuyahoga... .| (Cleveland) 1,085,363 | 660 
KENTUCKY PENNSYLVANIA 
Jefferson... ..| (Louisville) 297,237 779 Philadelphia. .| (Philadelphia) [1,951,076 | 772 
Allegheny (Pittsburgh) [1,263,376 | 931 
LouIsIANA 
Orleans. ..... (New Orleans) | 409,534 630 Ruope Istanp 
Providence. . .| (Providence) 498,754 831 
MAINE 
Cumberland. .| (Portland) 130,106 769 SoutH CAROLINA 
Charleston....| (Charleston) 117,321 630 
MARYLAND 
Baltimore... .| (Baltimore) 865,109 804 TENNESSEE 
Shelby....... (Memphis) 237,945 671 
MASSACHUSETTS 
Suffolk... ... (Boston) 876,598 924 Texas 
eae (Dallas) 245,225 955 
MICHIGAN... 
Wayne (Detroit) 1,477,103 938 Urau 
Salt Lake..... (Salt Lake City)| 172,194 601 
MINNESOTA 
Hennepin.....| (Minneapolis) 453,400 823 WASHINGTON 
King.........| (Seattle) 4373772 812 
Missouri 
Jackson......| (Kansas City) | 406,929 823 WISCONSIN 
St. Louis... .. (St. Louis) 921,926 828 Wilwaukee...| (Milwaukee) 588,702 | 858 


























basis of a five-year average, the data through * 


which the county indexes were developed were 
on the basis of single years. While it is felt 
that the relative distribution of population and 
retail outlets does not vary widely from year 
to year, the value-of-products data, as well as 
the income-tax data, should be taken for more 
than one year, in order to compensate more 
effectively for fluctuations from year to year. 

3. Value added by manufacture is not pub- 
lished for certain individual counties because 
of the desire on the part of census officials to 


avoid disclosures of individual operations. In 
such instances adjustments have been made on 
a somewhat arbitrary basis. It is felt, how- 
ever, that some special arrangement might be 
effected whereby such data may be made avail- 
able for such scientific use. 

4. Range-cattle data are not available and 
this has undoubtedly reduced the accuracy 0! 
the estimates for several of the western states. 
It seems possible that some means might be 
devised which would provide at least a roug! 
estimate for such data. 
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5. The chaotic conditions characterizing the 
post-war period make much of the data of 
questionable value. This, however, is a criti- 
cism of the raw material and can only be 
remedied by time. we. 

6. In connection with the elimination of 
individual income in excess of $10,000 per 
annum, it is felt that the practical value of the 
effective income estimates (for general usage) 
might be improved by extending these elimi- 
nations down to the $5,000 level, at least in 
the rural areas. Incidentally, this would 


reduce the total income only about 10%. 


7. In the development of these studies, im- 
agination and conjecture have played a more 
important part than mathematics. A limited 
knowledge of mathematical processes has made 
it necessary for the writer to avoid the more 
complicated statistical processes, and while it 
is felt that the development of the basic 
method could not have been accomplished 
through a purely scientific approach, the value 
of mathematical procedure is fully recognized, 
and it is hoped that these studies may be pur- 
sued by others who are more fortunately 
equipped with the tools of the statistician. 








THE DECLINE OF BRITISH SHIPBUILDING 


By E. S. GREGG 


HE British are commonly reputed 
to take a gloomier view of 
things than facts warrant. This 

trait may be the result of the dreary 
climate with which they must contin- 
ually contend. It may even be attributed 
to shrewd tactics on their part; if the 
worst is expected and does not arrive, 
there is reason for self-gratification. On 
the other hand, pessimistic forebodings 
may sometimes be justified. Take, for 
example, the British shipbuilding in- 
dustry. 

Sir Frederick N. Henderson, a 
former president of the Shipbuilding 
Employers’ Federation, at a dinner of 
the Anchor Line in Glasgow in 1924 
said that shipbuilders had to put up 
with trials they had never met before. 
They were building ships too cheaply 
from their point of view, and yet too 
dearly from the shipowner’s point of 
view. They had to pay their men down 
to the economic limit; they could not 
pay more. It was only in this way that 
they were able to face the fierce com- 
petition they were receiving from the 
Continent. 

At about the same time Sir Thomas 
Bell, the managing director of John 
Brown and Company, Clydebank, was 
declaring that the imperial and local 
authorities were shackling the shipbuild- 
ing trades with heavy taxation and 
rates. He insisted that in the sheltered 
trades the burden of taxation was sim- 
ply passed on to the consumer, raising 
the cost of living, and in turn necessitat- 
ing higher wages, the extra cost of 
which was again passed on to the con- 
sumer. He emphasized that the shel- 


tered trades, such as shopkeeping, the 
building trades, the railways and trans. 
portation services, were flourishing be. 
cause they succeeded in passing the extra 
cost on to the public. Heavy taxation, 
however, was crippling the unsheltered 
trades such as iron and steel and ship. 
building, which have to compete in the 
open markets of the world. “How long 
can many of the great shipbuilding and 
engineering industries continue to exist 
under the present conditions? Will 
shareholders and proprietors continue 
to finance and operate works which not 
only yield no return on the capital, but 
which are beginning to pile up losses due 
to uncovered charges ?”’ 

And again, Sir William Mackenzie, 
chairman of the Industrial Court, in 
making an award said, ‘‘The state of 
the shipbuilding industry has been a 
matter of serious concern for the em- 
ployers. In an endeavor to keep the 
industry going they have entered into 
contracts without thought of profit, and 
in some cases with the certainty of direct 
loss. On 59 contracts on new work 
completed by members of the executive 
committee of the Shipbuilding Employ- 
ers’ Federation since June, 1922, the 
sum of £233,000 has been lost, and on 
83 contracts on new work not yet com- 
pleted it is estimated that, on the basis 
of the continuance of the present wages, 
there will be a loss of £785,000. These 
figures are startling. The yards being 
partially employed, the employers have 
incurred further liability. It is not to 


be understood that these contracts were 
a speculation which turned out badly; 
they were undertaken in many instances 
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with a view to keeping the industry 


alive.” 


I 


These gloomy statements have a basis 
in fact. Wide interest was aroused in 
the announcement that Furness, Withy 
and Company had ordered five 10,000- 
ton motor vessels from a Hamburg 
shipyard. The lowest tenders from 
British shipyards were £60,000 to 
£100,000 higher than the Hamburg 
offer. Furness, Withy and Company 
gave the British yards an opportunity to 
tender again at £10,000 above the 
German price for each vessel, but still 
they could not accept. ‘Complicating 
factors in this case,’ according to a 
news account, “were the cost of steel, 
the cost of coal, the longer German 
working hours, and heavy British taxa- 
tion.’ A year ago an order for six 
tankers for the Royal Dutch Shell in- 
terests was taken away from British 
shipyards by Dutch companies at a 
lower price. A tanker order for an 
American company was placed for 
policy reasons with a British yard, 
although the British price was £ 10,000 
more than that of a Dutch yard. Even 
more recently the Blue Star Line placed 
an order for eight refrigerator ships 
with British yards in spite of the fact 
that the German price was £20,000 
per ship less than the lowest British 
bid. In a debate in the House of Com- 


mons in February, 1925, the Financial 
Secretary of the Treasury pointed out 
that the tonnage then under construction 
as compared with a year ago had in- 
creased in France by 85,000 tons, in 
Italy by 35,000, in Germany by 30,000 
and in Holland by 12,000, as compared 
with a decrease of 98,000 in the United 
Kingdom. The shipbuilding industry 
has been one of the hardest hit by un- 
employment in Great Britain. On No- 
vember 23, 1925, nearly 91,000 ship 
workers, or 37.6% of the laborers in this 
industry, were out of work. This figure 
compares with around 11%, the average 
for all the insured industries. ‘These 
examples are sufficient to show why 
British shipbuilders are pessimistic. 

Evidence that British shipbuilding is 
losing ground exists in statistics. British 
yards, which had 69% of the work under 
construction in 1910, 61% in 1913, 
and 55% in 1924, had only 44% at the 
end of 1925. The business lost by the 
United Kingdom has been gained 
largely by Germany, the Scandinavian 
countries, Holland, and Italy. Table I 
gives the percentages of the tonnage 
under construction in various countries 
of that under construction in the world 
at given dates. 

The figures of tonnage launched tell 
the same tale. In 1913 British yards 
contributed 60% of the total; in 1922, 
42%, and in 1923 only 40%. In 1924 
this total increased to 66% solely be- 


TasBLe I. PerceENTAGES OF Worip TONNAGE UNDER CONSTRUCTION IN VARIOUS 


CouUNTRIES 





United 
Kingdom 


Germany 


Holland, 
Denmark, 
Norway, and 
Sweden 


France 


All Other 








69 
61 
53 
44 
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16 
14 
12 
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cause work tied up in 1923 by the 
engineers’ protracted strike was finally 
finished in 1924. In 1925 the launch- 
ings decreased by 400,000 from the 
1924 total. The total for the three 
Scandinavian countries and Holland 
increased 6% in 1913 to 15% in 1924. 


II 


Questions naturally arise. Is this 
retrogression of British shipbuilding 
temporary and fortuitous, or is it a 
tendency which is likely to continue? 
What is being done about it? 

The writer has followed the situation 
carefully for a number of years, has 
recently discussed the problem with the 
leading European shipbuilders, and has 
visited the important British and conti- 
nental shipyards. He is of the opinion 
that British participation in the world’s 
shipbuilding is likely to decline during 
the next five or ten years. It is freely 


granted that such a conclusion is a mat- 
ter of opinion and that opinions are 
rarely unanimous. 

In the first place, British shipbuilders 


generally contend that taxation is 
stifling the industry. The same state- 
ment, of course, can be made in behalf 
of other British industries. While the 
heavy taxation of British industry arises 
from a motive which appeals to our 
Anglo-Saxon idea of integrity, that is, 
the payment of just debts, its effects are 
extremely serious. The severest com- 
petition in shipbuilding is now coming 
from Holland, Denmark, Norway, and 
Sweden, which have no enormous war 
debts to pay off; from Germany, whose 
national debt, wiped out by inflation, 
has been only partially revalorized, and 
whose taxation on a gold mark basis 
is only a little over twice the pre-war 
rate, a small increase when the de- 


creased purchasing power of money js 
considered; and from France and Italy 
which as yet are making no payment, 
on their largest external war loans, 
British taxes in 1924, according to 
the National Industrial Conference 
Board, were at the rate of 23% of the 
national income as against 11.5% for 
the United States, and 16.6% for 
France. A part of this heavy burden 
of taxation is due to the so-called up. 
employment doles. In the year 1924. 
1925 the Exchequer was called on for 
£ 13,202,000 as its share in the doles 
given to the unemployed. The govern. 
ment’s contribution has risen steadily 
from £ 2,169,000 in 1920-1921 to the 
figure mentioned above in 1924-1925. 
It is difficult to see how the dole can be 
immediately abolished; probably no 
political party could stay in power after 
such an action. As a matter of fact, the 
Baldwin Government’s recommendation 
of old age pensions in addition to the 
doles will increase this taxation burden. 


II 


The British labor situation is decid- 
edly disquieting. One of the largest ship- 
builders in Great Britain confessed to 
the writer that the cheap English labor 
was dear, by which he meant that while 
wages were low, efficiency was lower. 
Many causes are given for this fact. 
Employers uniformly blame trade union 
restrictions, among which the most 
annoying seems to be the restriction of 
output. Many trade unions still have 
hostility toward the introduction of 
labor-saving devices, an attitude which 
is less severe than several decades ago 
when riots were sometimes started 
from this cause, but still strong enough 
to act as a deterrent to the introduction 
of improved methods. The observer 's 
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struck with the apparently low vitality 
of the ordinary worker. Some hold 
chat the low vigor of the working classes 
is due to a standard of living which is 
barely above the subsistence level (the 
reader will recall the remark of Sir 
Frederick N. Henderson earlier in this 
article in which this fact is admitted), 
while others blame the condition upon 
the prevalence of hard drinking. The 
relative lack of opportunity for advance- 
ment may also bé a factor. “Once a 
worker always a worker’’ can easily 
sound the knell to willing activity. 
Elaborate sociological investigations are 
essential before an incontrovertible con- 
clusion can be arrived at on these points, 
but some truth is probably in each of 
them. 

It is impossible to determine what 
percentage labor costs are of the total 
costs of building a ship. Practically no 
British yards keep cost accounting 
records in sufficient detail to determine 
this percentage, and no reliable esti- 
mates are available. It is unquestionably 
true that labor costs are a large element 
in total costs. The shipbuilders, in an 
efort to lower their costs, have uni- 
formly insisted that wages be reduced. 
Their argument goes: Shipbuilding is 
an international business. British yards 
have to make prices equal to or lower 
than their competitors’ if they are to get 
the business. Obviously, most of the 
materials used in building ships have to 
be obtained in the open market; Great 
Britain has no monopoly on any of them. 
Consequently, the only way to get con- 
tracts, to keep the yards busy and the 
laborers employed, is for the workers, 
the only element in costs entirely domes- 
tic, to be content with lower wages. In 
the long run lower wages may mean a 
lower standard of living for the work- 
ers, which in turn will mean much less 
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eficient labor. Nevertheless, as one 
shipbuilder said to the writer, “We can- 
not wait a generation to earn dividends 
on the money our shareholders have 
already entrusted to us.” It is difficult 
to see how the labor problems of British 
shipyards will materially change for the 
better in the next five years. 

The workers put in a counter claim. 
They maintain that the management 
might be more efficient. This opinion 
was voiced by a high authority, Mr. 
MacDonald, the late Prime Minister, 
in a speech in the House of Commons. 
A large part of whatever inefficiency 
may logically be charged against the 
management of British industry, is due 
to the fear of overhead. The managers 
of British enterprises, like the workers, 
are fearful of machines. Machines, 
modern accounting methods and devices, 
and the like, mean at least a temporarily 
higher overhead. British management 
must bear some part of the blame for 
high costs of construction. Here, again, 
is a factor that can change but slowly. 


IV 


The rapid adoption of the motorship 
is a contributing element in the case. 
A prominent British shipbuilder has 
said, “The introduction of the Diesel 
engine, with its limited dependence upon 
the human element, is not altogether 
favorable to British predominance. The 
building of steamships has largely been 
a British preserve, but the Diesel hav- 
ing originated abroad, our shipbuilders 
will not likely at best be able to do more 
than substantially share in the world’s 
production of this economical mode of 
propulsion.” The latest facts bear out 
this statement. On the first day of 
1926, British yards were at work on 
44% of the steam and motor tonnage 
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being built in the world. However, they 
had only 30% of the motorship tonnage 
on order. Stating the facts in another 
way, the shipyards outside of Great 
Britain were at work on 78% as much 
motor as steam tonnage; British yards 
were at work on only 34% as much. 
The change from steam engines to 
Diesel engines is giving continental 
yards an advantage over their British 
rivals. While British engineering skill 
is being concentrated on the construction 
of approved types of Diesel engines, it 
is significant that no distinctly British 
type of Diesel engine has made any 
impressive reputation in the shipping 
world and that the largest British yards 
are building the most approved con- 
tinental types under license arrange- 
ments. 


V 


In an effort to relieve unemployment 
the British Parliament in 1921 Passed 
the Trade Facilities Act which author. 
ized the Treasury to guarantee the Pay- 
ment of loans to be applied to the 
carrying out of capital undertakings or 
in the purchase of articles manufactured 
in the United Kingdom required for the 
purpose of any such undertaking, 
Under this scheme, £ 70,000,000 has 
been appropriated. It is doubtful if this 
scheme has caused any ships to be built 
that would not have been arranged for 
in some way. The incomplete list in 
Table II gives an idea of the way ship. 
yards have benefited by the Trade 
Facilities Act. 

It is not logical to expect this kind of 


Tasie Il. THe Extent tro Wuicu British SHipyArps HAvE BENEFITED BY THE TRADE 
Faciuities Act 








Amount 
Name of Company 


Guaranteed 


Number 


of Years Purpose of Loan 





Harland & Wolff, Ltd 


£1,493,345 


| 10 | Establishment of ship repair 
| works, widening a dock, con- 
struction of new wharf, and 
work at Greenock shipyard. 
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W. Beardmore & Co., Ltd 
Palmers Shipbuilding Co., Ltd.| 


Harland & Wolff, Ltd 


in Hol 
tankers 
price W 
estimat 


Construction of vessels. New \ 
Construction of vessels. : is Briti 
Construction of 19 motorships loom | 
at Govan. 5 
Construction of ship at Belfast. 
Completion of ship already par- 
tially built. 
Construction of ship at Port 
Glasgow. 
Improvement to and extension T 
of South Dock at Seaham ie 
Harbor. and st 
Construction of ship at Port mente 
Glasgow. that tk 
Construction of ship at Burnt- i aie 
island. 


600,000 
300,000 


Completion of vessel. 

Construction of new graving 
dock at Swansea. 

Completion of vessel at Green- 
ock. 


95,000 


Royal Mail Steam Packet Co. .| 
Union-Castle Mail S. S. Co.... 
Bank Line, Ltd 


2,300,000 
1,000,000 
1,800,000 | 


to be ; 


Atlantic Transport Co., Ltd. . .| be buil 


400,000 
Anchor Donaldson, Ltd 


400,000 
Bellailsa Steamship Co., Ltd. . .| 37,000 


Seaham Harbour Dock Co.....| 100,000 


Waverly Shipping Co., Ltd.... 37,000 


Grahamston Shipping Co., Ltd. 20,000 
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left-handed aid to shipbuilding to con- 
inue indefinitely. Around £ 10,000,000 
of the sum appropriated has not yet 
been allocated. When the appropria- 
tion is completely expended, a decision 
will have to be made as to the contin- 
vance of this form of guarantee to 
‘ndustry. If the idea of protecting home 
industries gains further ground in Great 
Britain, it might reasonably be surmised 
that further appropriations may be 
made under the Trade Facilities Act. 
With the exception of this attempt, the 
British Government has not directly 
helped the shipbuilding industry. Some 
groups are advocating a bounty for 
shipyards, but such methods of aid to 
business have not been common nor 
have they been approved in British in- 
dustry for many decades. 

When the Government of Newfound- 
land placed an order for a passenger 
ship with the New Waterway Ship- 
building Company of Schiedam, the 
American Consul at Rotterdam re- 
ported, “This is the sixteenth order 
from Great Britain or its dominions 
recently placed in the Netherlands. In 
1924, 9 steamships were ordered built 
in Holland, and in September, 6 oil 
tankers. In the latter case the Dutch 
price was 12% below the lowest British 
estimate.” Most of the capital of the 
New Waterway Shipbuilding Company 
's British and the managing director is 
irom Scotland. British capital seems 
to be aware of the fact that ships may 
be built cheaper on the Continent. 


VI 


The renaissance of German shipping 
and shipbuilding has been freely com- 
mented on. Many observers thought 
that this rapid recovery was due largely 
to the depreciating mark. This view is 


partly supported by the happenings in 
1925. Not only has the total amount of 
shipping under construction in German 
yards declined, but the amount being 
built for foreign account dropped con- 
siderably. Part of this drop paralleled 
a similar decline in world shipbuilding. 
It will be noted that the percentage 
built for foreign account held up quite 
well. International competition, of 
course, is keenest on ships ordered by 
countries which possess small shipbuild- 
ing industries. Germany as a competi- 
tor of Great Britain in this respect, 
cannot be disregarded. 

Table III gives an idea of the com- 
petition German shipbuilders are offer- 
ing the British. Only 11% of German 
ship construction in 1913 was for 
foreign account, whereas in 1925 this 
percentage was 64. 


TABLE III. Qcean Suips UNper Con- 
STRUCTION IN GERMANY—Gross Tons 








For Foreign | Percentage for 
Year Total Account Foreign 





1913 534,495 49,100 
1920 * 141,600 
1921 ° 59,372 
1922 414,241 86,450 
1923 323,384 119,187 
1924 352,610 231,600 
1925 234,145 150,000 














*Lioyd's figures for 1920 and 1921 did not include returns 
from Germany. 


Part of the explanation of the ability 
of German shipyards to compete success- 
fully with those of other countries is 
due to the lower taxation borne by 
German industries. A more important 
factor is the will to work coupled with 
wages lower than in other countries. 
Skilled laborers in Hamburg receive 69 
pfennigs an hour and unskilled laborers 
53 pfennigs (about 5 shillings 10% 
pence a day) for a 9-hour day, as com- 
pared with 11 shillings a day for an 
8-hour day in Great Britain. 
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VII 


In conclusion, the readjustment of 
British shipbuilding to the changed 
conditions since the war will continue 
to be painful. Many yards may have 
to go out of business, especially those 
which have specialized on tramp ship 
tonnage. In the last 10 years liners 
have made serious inroads into the 
trades formerly dominated by tramps. 
No more large ships of speeds over 25 
knots are being built. It is probable 
that extra-fast interocean communica- 
tion before the end of this generation 
may be furnished by air lines. Only 
one or two continental companies ever 
gave British shipyards much competi- 
tion for the tramp type of ship, so this 
changed condition is adverse to the 
British. Great Britain is not holding its 
own in motorship construction. 

It is not logical to think that Great 
Britain will lose her position as the 


premier shipbuilding country of the 
world; she has too large a lead to lose 
it suddenly. It is believed, however 
that the percentage of the world’s ship. 
building done in British yards yil! 
decline. This prediction is based Upon 
the characteristics of the period of 
depression in which shipping and ship- 
building have found themselves fo; 
the last five years and are likely to fin 
themselves for another five years. At 
the rate ship tonnage has been finding 
employment during the last three years, 
the 6,500,000 gross tons now idle should 
again be put in use or scrapped within 
five years or six years. When the time 
comes that a shipbuilder’s market rules, 
as opposed to the shipowners’ market at 
the present, the large unused shipbuild. 
ing capacity in Great Britain may be in 
demand. Such a contingency does not 
seem likely within the next few years 
when price and not delivery is the main 
consideration. 
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SOME PRACTICAL ASPECTS 
OF THE VOLUNTARY ARBITRATION 
OF LABOR DISPUTES 


By DWIGHT LOWELL HOOPINGARNER 


who do not intellectually agree to 

the principle of voluntary and 
impartial arbitration of labor disputes 
when such disputes cannot otherwise be 
settled readily and peacefully. The 
principle of fair arbitration by common 
consent is certainly well conceived and 
lies at the very foundation of construc- 
tive and present-day developments in 
the adjudication of disputes of various 
kinds in modern society. 

Why, then, does this intellectual 
agreement on arbitration so frequently 
break down in actual practice in the 
adjustment of labor disputes? Is it 
another case of an unanalyzed theory 
that looks sound and sometimes works, 
but which is too far divorced from the 
cold actualities of real life for custom- 
ary use? The problem obviously re- 
solves itself into the question—is it 
possible to get impartial arbitration of 
labor disputes, and after it has been 
obtained, can it be put into effect? 


Tete a are probably few people 


I 


The first step is to get an agreement 
to arbitrate; but assuming the parties to 
the dispute have expressed a willingness 
to arbitrate, a number of things may 
happen. It is axiomatic that a dispute 
that is to go to arbitration does so 
because the disputants who are or have 
been dealing with each other directly or 
through their representatives cannot 
agree. Not infrequently this disagree- 
ment lies in the failure of the contend- 





ing parties to agree on the issue itself. 
This is a very significant fact. In it is 
sometimes found a “stalking horse” of 
great display qualities. One or both 
sides, knowing the situation, may with 
a splendid gesture proffer arbitration of 
any or all points that may arise, thus 
appearing to be ultra-eager and sincere 
in their endeavor to reach a settlement 
when they know inwardly that such a 
proposal by its all-encompassing nature 
would throw into the “‘jack-pot”’ issues 
already considered settled, perhaps 
after years of struggle or negotiation, 
and which the other side could ill afford 
and will not permit to be brought into 
question again. The side that makes 
such a proffer usually gets the “jump” 
on the other, for this stalking-horse of 
snow-white appearance makes a strong 
and ready appeal to the sympathy of 
an unsuspecting public! 

The proffer of arbitration is not of 
itself an emblem of sincerity; likewise, 
its rejection is not of itself an expres- 
sion of insincerity. It is just as much 
an evidence of bad faith to endeavor to 
transcend the real issue as it is to ex- 
clude or restrict the issue. Unless the 
public knows the detailed and real facts 
in the case, it is not in a position to 
judge one way or the other as to mo- 
tives, to say nothing of what a fair 
settlement would be. The confusion 
arising out of uncertain issues may, of 
course, be reduced and sometimes 
avoided by carefully defining and plac- 
ing in writing beforehand, and prior to 
the start of a particular dispute, what 
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the arbitrable issues shall be for any 
dispute during the life of the agreement. 
This is not always easy. It is some- 
times impossible to reduce to prior writ- 
ten agreement, either through inability 
to anticipate all contingencies or because 
of inability to agree on what the issue 
shall be. It is also only fair to empha- 
size the fact that this play for psycho- 
logical advantage based upon a confu- 
sion of the issue is by no means always 
present. Sometimes, also, the defining 
of the issue or issues is left entirely, or 
within the limits of certain instructions, 
to the arbitrator. Unfortunately, how- 
ever, arbitrators so empowered have, 
in some cases of major public impor- 
tance, apparently obscured the real 
issues and brought about great confu- 
sion, a contingency always present under 
such a procedure. 


Il 


The second step is to get an arbitra- 
tor. Whether the issue is clear and 
jointly agreed upon beforehand, or 
whether it is left for the arbitrator to 
decide, the disputants must agree upon 
an arbitrator. Unless there is a stand- 
ing arbitrator or tribunal already set 
up and fully empowered to act, the dis- 
putants must select and agree upon some 
specific person for the specific case. 
The question now is how to select an 
impartial arbitrator. At this stage 
many interesting things can happen or 
not happen. Each side proposes names 
from which a selection is to be made 
jointly. There is in effect, of course, 
no limit as to what names each side can 
propose; but as to what name both sides 
in practice can mutually agree upon, 
there is a decided limit. Here enter 
such factors as race and religion, par- 
ticipation or non-participation in the 
industry involved, business or profes- 
sional pursuits, academic or practical 
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view-point, judicial or non-judicial tem. 
perament, knowledge or lack of knowl. 
edge of the industry, liberal or conserya. 
tive nature, and soundness or uncertainty 
of judgment. Knowledge of human 
nature, human sympathies, position jn 
the community, and personal connec. 
tions also come up for consideration, 
These and similar points arise regard. 
ing any person whose name is placed in 
nomination for an arbitrator. They 
may not be raised openly, and some are 
never raised as such, but they are always 
there. This does not necessarily reflect 
on anybody—it is human nature for the 
average person to watch such points 
when his interests are at stake. Try, 
then, to pick a satisfactory arbitrator— 
the person who has never participated in 
this picking process has a chance for a 
new insight into human psychology. 
Even though an acceptable person is 
chosen to sit as arbitrator, the positive 
weight of his personality and judgment 
must continue for both sides after the 
decision is handed down, if the result is 
to be effective and the arbitration itself 
satisfactory. To get impartiality in an 
arbitrator is, therefore, not an easy 
task, and it is a difficult virtue for him 
who is chosen to maintain in the eyes of 
the disputants. He must be a person 
of many virtues but no vices, much 
knowledge but no views, as it were. 
Whether there is one arbitrator or 
more, and whether there is a standing 
arbitrator or a tribunal, these factors 
enter into the choice when it is made. 
If, as sometimes happens, the choice 's 
left with some third party or with 
representatives chosen from a panel 
nominated by each side, these same fac- 
tors are present, perhaps farther re 
moved from the disputants themselves 
and from the heat of passion or bias 
born of strife, but nevertheless present 
to affect the results of the arbitration. 
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When there is a board or tribunal, the 
process also resolves itself, upon analy- 
xis, to the selection of an impartial per- 
son or group, with or without advocates 
for each side added. When the arbi- 
trator is chosen beforehand, a ready 
choice may more likely be secured, but 
there is often objection to this procedure 
because of the uncertainty as to the con- 
nections and view-point of a particular 
person at some distant date in the 
future. 

In choosing the arbitrator, a “‘stalk- 
ing horse” may again enter. Names 
may be trotted out indefinitely as targets 
for the other side to shoot at. Some of 
these names may carry such weight that 
it is dificult for the public to see how 
they can be rejected, but they may be 
names which for good reason are not 
acceptable to the other side, and which 
the proposer knows will not be accepted. 
Thus, both delay may be secured and 
public sympathy enlisted by the same 
gesture. It is not unknown for such 
tactics to delay arbitration proceedings 
for four, five, or six months. Here, 
again, mere proffer and rejection do not 
mean anything of themselves, for they 
may be sincere or not. Such delay is 
always likely to occur, however, and 
sometimes to a degree that vitiates the 
arbitration, unless definite and final 
provision is made beforehand as to the 
exact method of choice to be followed. 
This, in turn, involves the type of diffi- 
culties with regard to selection already 
discussed. 


III 


The third step is to secure a fair 
arbitration hearing and decision. When 
an arbitrator or tribunal is ready to 
act, with the issue clear, the disputants 
cither have representatives to present 
their case before the disinterested arbi- 
trator or arbitrators, or in case of a 
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tribunal that is purposely not composed 
entirely of disinterested persons, mem- 
bers of the board appointed directly by 
each side in effect act as advocates for 
their respective constituents. In any 
case opposing claims, ex parte informa- 
tion, incomplete information, and some- 
times wrong information may be, and 
frequently is, offered. The question 
then arises as to what are the facts, and 
then what facts are pertinent to the 
issue. Here, then, is need for fact- 
finding such as is rarely available for 
cases of major importance because of 
their far-reaching nature. This is a 
very serious handicap in securing enlight- 
ened hearings and a fair decision. The 
interpretation of facts, once they are 
secured, involves, moreover, an orienta- 
tion in the philosophy of labor rela- 
tions which is not always apparent or 
easy to secure. These points illustrate 
how difficult it is to get an impartial 
decision, but if these and similar factors 
are properly cared for, a fair decision 
should follow. 

As a practical matter, however, and 
taking into account also the difficulties 
of defining the issue and getting a truly 
impartial arbitrator, the solution of the 
problem of securing a fair decision fre- 
quently lies in the neutralizing effect of 
a composite judgment of partially 
minded and ex parte individuals or 
groups rather than in one impartial and 
well-informed individual. This of itself 
does not necessarily mean a compromise 
decision but the impartial by-product of 
counter opinions. A criticism rather 
frequently leveled against arbitration is 
that decisions usually are the product of 
compromise, which, if it exists no where 
else, takes place in the mind of the 
impartial arbitrator, and that, there- 
fore, arbitration is not fair; in every- 
day business, however, the practical 
value of a workable compromise is 
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sometimes to be compared favorably 
with the value of theoretical justice. 


IV 


Only a few of the many other factors 
that may be considered handicaps in the 
successful arbitration of labor disputes 
can be described briefly here. Not in- 
frequently one party to the dispute or 
the other must be in effect dragooned 
into submitting its case to arbitration. 
Sometimes neither side is willing to take 
the initiative in offering or in agreeing 
to go to arbitration, or in agreeing to 
arbitrate a matter whose outcome is 
uncertain, through fear of the effect on 
their constituents of a decision adverse 
tothem. They may be willing to take a 
less amount that is certain, rather than 
try for a greater amount that is un- 
certain. Sometimes also the proffered 
arbitration, like a concession in negotia- 
tions, is either sincerely or otherwise 
considered by the opposing side as a 
sign of weakness on the part of the per- 
son who makes the concession, and this 
fact has at times defeated the progress 
of an arbitration. There may be, of 
course, an obstructive personality as 
leader on either or both sides, with the 
obvious bad effects which come from 
such leadership. Frequently the issues 
in dispute are quite intangible in nature 
and not subject to being put down in 
definite terms, such as is usually possible, 
for example, in a commercial dispute 
involving a certain sum of money. 

With all of these difficulties, how- 
ever, arbitration is sometimes found to 
be and is resorted to as the way out of 
a bad situation after complications and 
delays or other occurrences make an 
outwardly plausible solution desirable. 
No doubt the progress of labor arbitra- 
tion has suffered greatly by its misuse as 
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well as from its inherent difficulties, Its 
use as a “stalking-horse” with false 
appeals to public sympathy and its 
ultimate reaction is a case in point, 
One major defect, however, which 
lies more in the frame of mind of the 
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parties involved than in any defects of wh 
arbitration as such, remains to be noted, . ani 
This is the operation of the labor cycle a 
in the general business cycle. “Periods vo abid 
of prosperity and pronounced business _ 
activity with their relative greater oo 
demands for the services of labor bring ae 
greater bargaining power for labor. arbitra’ 
Likewise, periods of depression and HB ynsucce 
business inactivity give greater relative factory 
bargaining power to capital.”* These Extern: 
recurrent changes in the relative bar. HM acbitrat 
gaining power between capital and labor enforce 
often reflect themselves definitely in the phasize 
attitude that each takes toward arbitra. HB essentia 
tion. Thus, in a period of rising wages tions i 
and like factors, capital has resisted adminis 
arbitration stubbornly, not always but WM given cz 
also not infrequently. Likewise, in 2 HM parties 
declining wage market labor has shown HM toward 
a similar resistance to arbitration. ing thai 
its con 
V establis! 
tive, an 
Thus far the discussion has centered — 
around the point—is it possible to get ing sett 
impartial arbitration in labor disputes? HP he com 
The second part of the general question parties 
is—how can a fair arbitration decision HM o..q p 
be put into effect? Many of the difi quate r 
culties involved are already implied in public 
part in the preceding paragraphs. An enlighte 
affirmative answer is found in the simple HM require, 
phrase “good-will”—and good-will re Hi in the 
quires good faith, knowledge, and cor HM afect 1 
dial dealing during the course of arbitr HM do not 
tion as well as after, on the part of all BMP tance, 
parties concerned. In any case arbitr 
‘From Labor Relations in Industry, by Dwight Thess 


L. Hoopingarner, A. W. Shaw Compasy, Chicago, 
Pp. 40. 
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tion, to be successful, rests upon the 
very things that should make arbitra- 
ion as a rule unnecessary in labor dis- 
putes. It must be the product of a 
willingness to settle and a willingness to 
abide by a decision when reached. The 
relations of capital and labor in any 
organization or group are, as a rule, 
continuing, which makes the willingness 
to abide by a decision all the more neces- 
sary to the success of arbitration. This 
is often the reason why compulsory 
arbitration as compared with voluntary 
arbitration has generally been so 
unsuccessful in bringing about a satis- 
factory adjustment of labor disputes. 
External power can be used to force 
arbitration, but common consent must 
enforce the award. It cannot be em- 
phasized too strongly that “the prime 
essential in the control of labor rela- 
tions is not the particular form of 
administration that may be chosen in a 
given case, but rather the attitude of all 
parties concerned toward each other and 
toward any specific plan of mutual deal- 
ing that may be adopted. Industry in 
its control of labor policy must be 
established and conducted on a coopera- 
tive, and not a conflict, basis.’ 

In order to have a successful and last- 
ing settlement, the pertinent facts must 
be commonly understood not only by the 
parties in dispute, but also by the inter- 
ested public. This requires that ade- 
quate means be used to inform the 
public so that it may arrive at an 
enlightened opinion on the subject. This 
requirement is, of course, not so great 
in the case of minor disputes which 
affect relatively few persons and which 
P not assume general public impor- 
ance, 


VI 


These facts all point to the conclu- 


—. 


* Ibid., p. 67. 
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sion that the voluntary arbitration of 
labor disputes, properly conducted, is 
an acceptable method of adjusting such 
disputes, but that it is a last method to 
be employed rather than the first. A 
corollary of this conclusion is that any 
scheme for settling such disputes, 
whether continuous in nature or set up 
from time to time to handle particular 
cases as they arise, should have as its 
basis common conference, accompanied 
by good faith, knowledge, and cordial 
dealing on the part of all concerned, and 
that there should be adequate channels, 
with whatever successive steps may be 
appropriate in given cases, set up to 
insure ease and freedom in maintaining 
common conference rather than in going 
to arbitration involving the somewhat 
removed and impersonal nature of an 
outside party. For such reasons arbi- 
tration is sometimes considered as not 
being well adapted to settle disputes 
inside a given company, where leader- 
ship and cooperation should obtain. 
There are circumstances, however, in 
which an advantage is found for all 
persons concerned in having an outside 
and impartial person hear the facts and 
render a fair decision based upon them. 
This has been found true, for example, 
in certain industry groups, where many 
minor, as well as some major, disputes 
occur and require rather continuous 
attention. Sometimes, it should be 
noted, good-will has been found to be 
the product of a properly conducted 
arbitration, where it did not exist prior 
to the arbitration. Briefly, however, 
the process of adjusting labor disputes 
must represent a growth from the bot- 
tom up rather than be superimposed 
from the top down. 

The query logically arises here as to 
what is the future of arbitration in 
settling labor disputes. The writer 
personally does not wish to make any 
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prophecy on this point, but there are 
concrete evidences that cooperative con- 
trol and joint relations on the basis of 
common conference are coming to be 
more and more recognized as the most 
successful methods and coming to play a 
greater and greater part in arbitration 
itself, when it is resorted to as the out- 
ward method of adjustment. 

The question may be raised, of 
course, as to whether such methods pro- 
tect the interests of the public. With- 
out endeavoring to discuss this point at 
length, for it is beyond the scope of this 
paper as dealing with the practical 
aspects of arbitration, it can be pointed 
out that the public’s rightful interests 
are the combined legitimate interests of 
capital and labor in general, who 
together constitute the consumer. This 
does not mean, of course, that particular 
cases cannot arise in which the interests 
of the general public, including both 
capital and labor, are not protected; 


but the various possible methods fo, 
insuring this protection cannot be gone 
into here. It is only fair, however, to 
recognize the fact that in some cases 
the public interest, as given immediate 
expression by the portion of the public 
who directly represents it, is not always 
unselfish in its attitude, and that while 
philosophically and ultimately the real 
public interest should always be pro. 
tected, there are at times decided dif. 
culties in the way of finding practical 
means of insuring a true expression of 
the public interest. 

It seems reasonably well established 
throughout industry that arbitration 
will work when there is good-will, and 
that it will not work when there is not 
good-will, and that therefore the right- 
ful interest of the public, aside from 
that of the parties immediately at dis- 
pute, can normally be protected only 
when there is good-will. 





H 
T" 
ex 


a busine 
able loc 
by man’ 
do reco 
tionship 
termine 
of a giv 
it is sul 
A’ g 
ness ma 
tively a 
sales at 
with a 
and pro 
product 
ties. W 
fore, de 
A locati 
one kin 
undesiré 
fact, a | 
for two 
they are 
If it i 
cation i 
make sz 
secure ; 





"The | 
and theat 
be easily 
street-car, 
grocery ; 
neighbort 
hat and 
shops mo 
is dense | 
7A Moe 
distinctior 
has one | 
by busine 








| for 
gone 
T, to 
Cases 
diate 
ublic 


ways 
while 
real 
pro- 
diff. 
tical 
n of 


shed 
ation 
and 
} not 
ight- 
from 
dis- 


only 


THE DETERMINATION OF LOCATION 


STANDARDS FOR RETAIL CONCERNS 


By J. FREEMAN PYLE 


HE importance of a definite 
T inode of the relationship 

existing between the character of 
, business and the peculiarities of a suit- 
able location is but vaguely recognized 
by many retailers. Of the retailers who 
do recognize the existence of the rela- 
tionship, many do not know how to de- 
termine and measure the characteristics 
of a given location to determine whether 
it is suitable for their business. 

A “good” location for any given busi- 
ness may be thought of as one that ac- 
tively aids the management in making 
sales at a profit by providing a market 
with a suitable degree of accessibility 
and proximity ;' prestige for the firm or 
product ;? and adequate physical facili- 
ties. What is a “good” location, there- 
fore, depends upon the facts in the case. 
A location may be suited to the needs of 
one kind of business and be altogether 
undesirable for one of another kind. In 
fact, a given location may not be suited 
for two businesses of the same kind if 
they are of differing size or quality. 

If it is agreed that the function of lo- 
cation is to furnish an opportunity to 
make sales at a profit, then, in order to 
secure a favorable opportunity, a firm 


‘The large department store, furniture house, 
and theater, for instance, must be so located as to 
be easily reached by customers who travel by 
street-car, bus, elevated and interurban cars; the 
grocery and drug stores tend to move to the 
neighborhood districts; and the cigar, shoe, men’s 
hat and furnishing stores, and women’s waist 
shops move to streets and corners where there 
is dense pedestrian traffic. 


A location in a particular city frequently adds 


“isunetion to the product, while every large city 
aphe Or more streets which are characterized 
¥ dusinesses of a definite kind and quality. 


must select its location in terms of the 
character of the business and the policies 
of the management.* 


I. The Location Needs of the Various 
Kinds of Retailers 


The volume of sales that any given 
retailer can secure depends, to a con- 
siderable extent, upon the character of 
his location. The more desirable the 
location, the higher the rent is likely to 
be.* The purpose in selecting any given 
site should be, therefore, to secure the 
largest volume of sales at the lowest 
operating cost for that business. 

The needs of the various kinds of 
retail businesses, in terms of location 
peculiarities, are indicated by the fol- 
lowing questions :° 


1. What businesses require a location in the 
central business district of the city? 

2. What ones tend to scatter throughout 
the city? 

3. What retail businesses prosper most when 
grouped with others of like kind? 

4. What ones tend to keep away from 
others of like kind? 

5. What ones require locations on the lines 
of dense pedestrian traffic or near some promi- 
nent neighbor? 





* Whether the management will cater to a tran- 
sient or to a neighborhood trade; grant credit and 
make deliveries or sell on a cash and carry basis; 
insist on an upstairs or a corner location, are 
illustrations of business policies that influence the 
selection of locations. 


‘Whether it is higher in proportion to sales 
depends upon the volume of sales. 


*The material in this section of the paper is a 
summary of a study of location factors in Chicago, 
made recently by the writer. 
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Businesses that select the central busi- 
ness district. There is a group of busi- 
nesses made up of large department 
stores and banks, brokerage firms, cafe- 
terias, music (instruments) stores, rail- 
way and steamship ticket offices, and 
large theaters and hotels catering to the 
transient trade which seeks the central 
business section of the city. These firms 
are seeking a large volume of business 
and must have a location that is easily 
accessible to a large number of possible 
patrons. The large furniture stores, 
musical instrument houses, and theaters 
usually seek locations on the fringe of 
the central business district where rent- 
als are lower than in the main business 
section. These firms must have a large 
floor space in proportion to their volume 
of sales. Consequently, they must keep 
their rental costs down; on the other 
hand, if they are to maintain a high 
volume of sales they must have a loca- 
tion easily reached by many people. If 
they choose an outlying district they 
must be content with a lower volume of 
sales or greatly increase their advertis- 
ing appropriation and perhaps cut 
prices. 

The location best suited to a given 
hotel depends upon the type of clientele 
to which the management caters. There 
are hotels that cater to the transient, 
the semitransient, and to the perma- 
nently located trades. Each of these 
groups is split up according to the class 
of clientele desired. The hotel business 
of a large city is highly specialized, with 
different managements catering to 
“bachelors,” women, families, tourists, 
vacationists, traveling salesmen, and to 
theatrical people. The hotels desiring 
the patronage of traveling salesmen and 
visiting business men of various kinds 
find a location in the central business dis- 
trict near the wholesale and retail firms, 


the banks, brokerage offices, and the. 
aters the most desirable. 

Businesses that tend to select the Out. 
lying business districts. There are busi. 
nesses that tend to scatter throughout 
the city. Some of these are found in the 
central business district, yet by far the 
larger number is found in other ge. 
tions. This group is made up of neigh. 
borhood banks, cafeterias, confection. 
erles, cigar, drug, shoe, dry-goods 
stores, hair-dressers, barber shops, and 
motion-picture houses. These firms deal 
in goods and services which the public 
wishes to have in close proximity to its 
residential section. Because of the small 
volume of sales possible in these limited 
markets, these firms must pay a low ab. 
solute rent, yet frequently they pay a 
high rent relative to their volume of 
sales. The cigar, drug, and candy stores 
are able to prosper in either location. 
This is due to the high rate of turnover, 
small space required in proportion to 
volume of sales, and low operating 
costs. 

Businesses that locate near others of 
like kind. Some kinds of businesses are 
more prosperous when located near 
others of like kind and quality. This is 
due to the fact that the combined sales 
promotion activities of the group draw 
a larger proportional number of possi 
ble buyers. The district develops a repu- 
tation for extensive stocks of wie 
variety and good quality, and perhaps 
reasonable prices. Department, furni- 
ture, musical instrument stores, mens 
and women’s clothing shops, theaters, 
and motor-car salesrooms are illustra 
tions of the kinds of businesses that 
benefit from clustering.° / 

Businesses that avoid others of like 


busines! 


* Of course, this clustering cannot create . 


when the adjacent residential districts 4r¢ 
capable of supplying the needed volume. 
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tind. While some businesses seem to 
prosper by grouping, others quite defi- 
nitely shun those of like kind and qual- 
ity.’ Meat shops, grocery, drug, cigar, 
and dry-goods stores, banks, confec- 
joneries, motion-picture houses, hair- 
dressers, barber shops, and shoe shining 
parlors are illustrations of the latter 
kind. Frequently these businesses are 
found grouped with others of like kind. 
This clustering is due to the fact that 
there is business enough for the group 
rather than that the clustering draws 
more business. These businesses deal in 
conveniences, and do not attract trade; 
consequently, they must scatter so as to 
furnish the degree of proximity de- 
manded by their clientele. 

Businesses that seek lines of dense 
trafic. Retail concerns that handle 
convenience goods cannot draw their 
clientele from long distances. They 
must go to their customers rather than 
have the buyers come to them. Some 
of these retailers, because of the char- 
acter of the goods handled and the mer- 
chandising policy of the management,°® 
have found it good practice to seek out 
locations on streets of dense pedestrian 
trafic. Confectioneries, cigar, drug, 
shoe, and hat stores; men’s and women’s 
furnishing shops; and newsstands are 
illustrative of this group. Automobile 
salesrooms and oil stations seek streets 
having dense motor traffic. 

Some of these businesses find it profit- 


_—.. 


"Complementary businesses in this group, such as 
4 grocery store, meat shop, bakery shop, and a 
vegetable store, are frequently found together. ‘This 
combination tends to draw more business. 


‘This group may be divided into three sections: 
\1) those that cater primarily to men, (2) those 


that cater primarily to women, and (3) those that 
cater to both. 


Me group makes its appeal usually on the basis 
oF price, style, or quick service; the merchandise 
's usually small in bulk; the quality easily recog- 
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able to seek locations near some promi- 
nent business which has the power to 
draw large crowds of people. Thus 
candy shops, ice-cream parlors, motion- 
picture shows, drug and tobacco stores, 
florists, hair-dressers, and newsstands 
are usually found near large department 
stores, railway stations, and theaters. 


II. The Essentials of a Suitable Location 


The determination of the essentials of 
a suitable location involves the estab- 
lishment of a set of qualitative and 
quantitative standards with reference to 
location characteristics. The determina- 
tion of the specific qualities demanded in 
any given case must always remain an 
individual problem. It is not, therefore, 
the purpose of the writer to attempt to 
set up specific standards of qualities for 
the different varieties of retail concerns, 
but rather to examine the qualities and 
characteristics for which a_ business 
should establish definite standards ap- 
propriate to its kind, size, class, and 
general policies. 

Every location should be approached 
with this question in mind: ‘What op- 
portunity for profitable business does 
this site offer?” The answer to this 
question calls for standards as to the 
volume of net sales, gross profit, rate of 
turnover, and rental cost. Table I is sug- 
gestive of the type of standards that 
should be set up.” 





nizable or determinable; and a small amount of 
money is involved in each purchase. 

*The figures in Table I for grocery, shoe, 
department, jewelry, drug, and specialty stores 
are taken from bulletins of the Harvard Bureau 
of Business Research; for hardware stores, from 
the National Retail Hardware Association; and 
for clothing stores, from the Northwestern Uni- 
versity Bureau of Business Research. These figures, 
with others, were collected, published, and dis- 
tributed by the Domestic Distribution Department, 
Chamber of Commerce of the United States, Wash- 
ington, D. C. 

















HARVARD BUSINESS REVIEW 

















Tasie I. Succestive OPERATING STANDARDS 
(Net sales = 100%) 
——_— 
Kind of Business Net Sales —t. a. perent 
a eae Speen | 2 Less than $ 30,000 18 8.2 —s 
# 30,000 to 49,000 19 8.9 1.5 
50,000 to 99,000 19 10.6 1.2 
100,000 tO 149,000 19.7 10.5 1.2 
150,000 and over 19.7 11.0 12 
WT e eerree errr Less than $ 30,000 25.4 1.4 33 
$ 30,000 to 49,000 26.9 1.6 2.5 
$0,000 to =: 99,000 28.7 1.8 3.0 
100,000 to 249,000 29.6 1.9 3.9 
250,000 and over 32.7 2.5 3.9 
Department Stores.................. Less than $ 250,000 26.5 2.0 2.2 
$ 250,000 to 499,000 28.7 2.6 2.3 
500,000 to 999,000 29.6 3-0 2.3 
1,000,000 tO 3,999,000 31.4 3-3 2.7 
4,000,000 tO 9,999,000 33.0 3-9 3.2 
10,000,000 and over 34.2 4-4 3.5 
err Less than $ 20,000 37.1 0.8 5.2 
$ 20,000 to 49,000 38.9 0.8 43 
50,000 and over 40.7 0.9 4.8 
errr ree Less than $ 25,000 24.62 1.80 2.90 
$ 25,000 to 40,000 24.61 1.96 2.43 
40,000 to 60,000 24.03 2.14 2.21 
,000 tO 100,000 23.43 2.42 2.16 
100,000 and over 24.61 2.70 1.99 
BE INN, saci crncccwesosces (not given) 31.9 4:3 3-3 
COT GMOUB. onc ccd nccescceues Brera rere eer 2.20 
I sibs a cp ntale eulee caaaen rere te eee 34.0 2.3 2.8 














The ability of any firm to meet the 
standards of net sales, gross margin, 
stock-turn, and of rental depends upon 
the formulation and attainment of such 
other standards as the following: 

1. Character of the clientele. That 
is, whether high, low, or middle class; 
what race, nationality, sex, age, or re- 
ligious groups; what occupational 
groups, for instance, office or factory 
workers, the professional class, stu- 
dents, farmers, and so forth. 

2. Number of people or families. 
The volume of sales in any given market 
is limited by the number of people lo- 
cated therein. The estimate of the Joint 
Commission of Agricultural Inquiry 
relative to the indicated retail businesses 
is given in Table II. 


These figures show what is and not 
necessarily what should be. It is difficult 
if not impossible to set definite stand- 
ards as to the number of retailers that 
should be located in any particular dis- 
trict. Mere quantitative studies fail to 
show the real situation. The character 
of the retailers already established, 

















Tas_e II. Numer oF Prope 
PER DEALER* 

Number of | Population | Families 

Kind of Business Dealers | per Dealer | per 
a er 334,212 315.3 | 7? 6 
Men’s furnishings.; 40,399 | 2,616.6 | 602. } 

Boots and shoes. ..| 141,867 245.1 | 171. 

Dry-goods........ 35,207 | 3,002.5 | 491-5 
Hardware........ 37,032 | 2,854.5 | 657-5 











*Marketing and Distribution, Report of the Joint Comm» 
IV, p. 206. 


sion of Agricultural Inquiry, Vol. 
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their methods of doing business, and the 
character of the population are qualita- 
tive factors which are just as important 
as the quantitative and much more dif- 
fcult to evaluate. 

3. Transportation facilities. Some 
frms find it advisable to establish stand- 
ards with reference to the transporta- 
tion facilities necessary to insure the 
degree of accessibility required to pro- 
duce the desired volume of net sales. 
The business that draws its clientele 
must be in an easily accessible location. 
This involves being in districts well sup- 
plied with street-car, elevated, subway, 
bus, and automobile service. 

4. Character of neighbors. It is 
essential that all retail concerns estab- 
lish rather definite standards with refer- 
ence to the character of their neighbors. 
These standards should be in terms of 
qualities as to kind and class of neigh- 
bors. Some businesses find it desirable 
to locate near firms of like kind and 
quality, while others find it advantage- 
ous to seek locations somewhat removed 
from businesses of like kind, yet among 
businesses of like quality. 

5. Pedestrian traffic. Standards as 
to volume, frequency, and quality of 
trafic are important for the retail con- 
cern which cannot draw its clientele and 
yet demands a large volume of sales. 
Some of the chain-store organizations 
have been able to establish rather defi- 
nite standards as to the number and 
character of people that must pass their 
sales places in a given period of time. 
6. Character of the population. Prac- 
tically all retail concerns, and especially 
those that draw their clientele, find it 
desirable to establish standards with 
reference to the size, density, and 
wealth of the population in the mar- 
ket area. Some of the chain concerns, 
lor instance, will not locate in a city 
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with a population less than 25,000; 
others will not locate in the larger 
cities." The size of the city selected 
depends upon the nature of the product 
sold and the policy of the firm. Thus 
a grocery chain might profitably enter 
small towns, while a chain such as 
Bedell’s could secure the necessary vol- 
ume of sales only in the larger cities. 
Firms selling high-priced and exclusive 
articles are restricted to the larger and 
more wealthy market areas. 

7. Standards of costs (rentals.) The 
establishment of standards as to the 
number of retail stores of a particular 
kind that can be profitably iocated in 
any given district; the transportation 
facilities available; the character of 
neighbors, of the population, and of 
pedestrian traffic is for the purpose of 
finding a location which will, under the 
anticipated operating policies of the 
management, produce the required vol- 
ume of sales.’? In addition to choosing 
a location in terms of its outstanding 
characteristics, it must also be selected 
in terms of its rental costs.’* 


IIT. Rental Standards 


Every business has a limit beyond 
which it cannot go in the payment of 
rent. It is a well-known fact that cer- 
tain kinds of businesses can pay a 
higher rental—both absolutely and 





“It is said that the Woolworth Company seldom 
enters a city with a population of less than 8,000. 
The J. C. Penny Company selects cities with 
populations of 2,500 to 25,000. 

* Illustrations of operating policies that material- 
ly affect the volume of sales are those concerning: 
price, terms of sales, deliveries, variety of stock, 
advertising, and display. 

*The rental is usually stated in terms of so 
many dollars per month or year for a stated term 
of years. In some instances, however, the retail 
management is forced to pay a stated amount 
each month and a certain agreed percentage on 
sales. 
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relatively to net sales—than others. 
The amount that can be paid, however, 
varies with each individual concern. 
Each firm must, therefore, work out its 
standards of costs independently, in 
terms of its net sales, gross margin, 
stock-turns, and the policy of the man- 
agement. If the marketing manager is 
to know how much he can afford to pay 
for a given location, he must be able 
to estimate the volume of sales, at a 
given price; the cost of making these 
sales, less rental charges; and the 
margin of profit desired. 

The dependence of the amount of 
rent on the character of the location is 
indicated in the following illustration. 

Assume the volume of net sales 


for a given business using a 
certain location to be....... $100,000 


The cost of the merchandise.. 70,000 
$30,000 

The cost of doing business—less 
rent—is 20% .....esee0ee> 20,000 
$10,000 

The margin of profit desired, is 
4% of net sales........... 4,000 
$6,000 


Under the assumed conditions there is a 
remainder of $6,000 which may be regarded 
as available for rent. No more than 6% 
of net sales can be paid in the given case 
except by a reduction of profit. 

If another location could be found in which 
net sales of $130,000 could be made with the 
percentages of cost of merchandise, profit, cost 
of doing business—less rent—remaining the 
same, the situation would be as follows: 


PR Cee $130,000 
Cost of merchandise.......... 91,000 
; $39,000 

Cost of selling—less rent.... 26,000 
$13,000 

ED. es Caddie cd nsecaaneie 5,200 
Amount available for rent..... $7,800 





“These two illustrations indicate how location 
may aid in reducing the cost of selling. If the 
increase in sales due to the superior location is 
greater than the increase in the amount of rent, 


The second hypothetical ion i 
superior to the het eae Pe - 
agement could afford to pay $1,800 more ra 
it and still gain $1,200 in its profits, [n fact, 
if competition were very keen for the more 
favorable site, it is likely that the 
ment would be willing to share a portion of 
its gain with the landlord. How large por- 
tion will be paid in any given case wil] depend 
upon the keenness of the competition,'* 

The rental in any given instance de. 
pends upon such factors as the size of 
the city, for instance, a country town 
versus a metropolitan center; the size 
of the business—frontage and floor 
space desired; the kind of business, for 
example, grocery store versus cigar 
store; the site location, that is, whether 
on a corner, upstairs, central business 
district, or outlying district. Rentals of 
shops within a building depend upon 
such factors as natural light, nearness 
to elevator, and height of floor—this 
is especially true from the second to the 
fourth floor; after the fourth floor 
there does not seem to be much differ. 
ence in the rent as among floors. The 
process of bargaining which takes place 
in finally determining the amount of 
rent to pay or receive usually takes into 
consideration such factors as the rental 
values of similar properties in the im- 
mediate neighborhood, a “fair” return 
on the apparent real value of the prop- 
erty, existing business conditions, any 
local factors that may affect the value 
or desirability of the property, the 
length of the lease, and the density and 

general character of the population in 
the surrounding district. 


IV. Rental Averages 


Quantitative data on rents for sev- 





the ratio of rent to net sales falls. The alert land- 
lord tends to take advantage of any increase 0 
sales and if competition among the retailers for 
the site is strong enough, the rent will go up. 








eral d 
been 
The fi 
sales | 
cated | 
countr 
differe 
count, 
among 
in any 
cause 
rent S$ 
too Va 
put, 0 
satisfa 
cause 
moder 
the bi 
the le: 
Mr. 
differe 
of ren 
is abo 
III is 
by M 
It s 
the fig 
both } 
the ch 
their | 
the m 
than « 
perien 























eral diferent kinds of retailers have 
been collected by various agencies. 
The figures represent the percentages of 
sales paid by businesses which were lo- 
cated in widely scattered sections of the 
country and were being operated under 
diferent conditions. These facts ac- 
count, in part, for the wide variation 
among some of the figures.”* The rents 
in any given instance may be high be- 
cause the business is located in a high- 
rent section of the city, the building is 
too valuable for the use to which it is 
put, or the terms of the lease are not 
satisfactory. The rents may be low be- 
cause the competition for the site is 
moderate, a low-rent location is used, 
the building is old or poorly kept, or 
the lease is particularly favorable. 

Mr. Lurie says that there is some 
diference of opinion on the percentage 
of rent to gross sales, but the average 
is about as given in Table III.** Table 
III is supplemented by figures furnished 
by Mr. Nicholls (see Table IV). 

It should be recalled, in appraising 
the figures in Tables III and IV, that 
both Mr. Lurie and Mr. Nicholls are in 
the chain-store leasing business and that 
their conclusions are based, perhaps in 
the main, on chain-store rentals rather 
than on individual and small store ex- 
perience. 











Taste II]. RentTat AVERAGES 
FOR DIFFERENT RETAIL CONCERNS 
Kind of Per- Kind of Per- 
Business centage Business centage 
Automobile Men’s wear stores} 5 
agency “a 2 Millinery stores..} 12 
Automobile Restaurants and 
accessories....} 10 cafeterias... ... 12 
Cigar stores... 5 Shoe stores... ... 8 
Credit clothing Waist shops... . . 10 
ae D Women’s wear 
Department esa >-r-s 10 
a 3 
Drug stores.....| 10 
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Taste IV. Tasrie or RENTAL AVERAGES 








Kind of Business Percentage 
High-class retail stores— advertisers can pay..... 6 
Nowadverdnag ope. wy weveuae an pays § 
Five-and-ten-cent stores.............0cccecceeceeuce 
High-class theaters and hotels................0cee05 4 
Drug stores and soda fountains, fruit and candy shops. .10 

and provision shops...............sseeeeee 10 

shoe shine parlors................. 12 
Moving-picture shows and lb cspeboadacnads 12 





The Bureau of Business Research of 
Northwestern University and the De- 
partment of Agriculture, in coopera- 
tion with meat retailers and the packers, 
made a study of 143 representative 
meat stores. The average rent for 
these stores was found to be 2.2% of 
sales. The most characteristic amounts 
range from 1.5% to 2.25% and the 
middle 50% of the amounts vary be- 
tween 1.2% and 3.4%. The rent de- 
creases as a portion of sales as the size 
of the shop increases up to a certain 
point then begins to increase, as indi- 
cated in Table V. 

The Harvard Bureau of Business 
Research with the cooperation of the 
National Retail Dry Goods Association 
found that the rentals for 340 depart- 
ment stores during 1922 were 2.3%"* of 
net sales. It was found that in the case 
of department stores with sales of 
$1,000,000 to $3,999,000," the rent 
was 2.7%; those with sales of $4,000,- 
000 to $9,999,000,” the rent was 
3.2%; those with sales of $10,000,000 
and over, the rent was 3.5%. These 


“The figures on rent given include the amount 
paid for both the location and the use of the build- 
ing. No figures are available for the location 
separate from the building. 

“Other causes of variation are: differences in 
the time the data were collected, some calculated 
on the basis of net sales, others on gross sales; some 
give the common figure, others give the average. 

" Building Management, July 27, 1921, p. 37. 

* This is the common figure, not an arithmetical 
average. 

* This range includes 108 stores. 

” This range includes 29 stores. 
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TasLe V. RENTAL AVERAGES FOR : 
Bseptag tos 471 grocery stores located in 45 states - 
] and Canada." These figures indicate et 
usine 
Average | Com. Amt, ‘that the rent was greatly affected by the highe 
Percentage} Percentage rate of stock-turn. It is not necessary bi , 
One-man shop TERIAL 3-5 2.6 to 4. to carry so large a stock of merchandise ss | 
wo-man shop .......... 3. 1.6 to 3.3 mon 
Three-man shop ......... 1.4 0.9 tol.7 to secure the same volume of sales when is fou 
Four-man shop and higher.| 1.7 1.2 to2.2 the rate of turnover is high. The reduc. tomml 
tion in the stock leads to a lower space ws 
P sndi a éd cost or rental. It is obvious that a high ik 
igures indicate that in the case Of Ge- rate of stock-turn may indicate efficient . 
partment stores the rents increase with management as well as a good lo percel 
an increase in the volume of sales. The tion? Th f ae Omak 
iesueaa a hi cao tay age ion. e common figure for the 471 figure 
rvard ngures indicate also that tne stores was 1.2% for the stores that vt 
rents are highest where the rate of  howed a profit, and 1.6% for the cites. 
. , . 
stock-turn is lowest; yet the rental goes tores that showed no profit or a loss “os 
up when the stock turns more than 4 ‘Table VI shows the Nebraska figures Mc 
times; thus, for 49 department stores for a number of different kinds of retail sey 
whose rate of turnover was less than 3° gtores. These figures might serve very fall, 
. r } , r 
times, the rent was 2.2% ; for 43 stores well as standards for stores of like kind aes 
whose rate of ere was from 3 tO and location in the state, because they Phi 
3-9, the rent was 2.5%; while 57 de- have been classified so as to include foure 
partment stores with a turnover of 4 rather homogeneous groups.” ne 
times and above had rentals of 2.9%. Judging on the basis of the common pie 
It is possible for rentals to go up be- percentage, which is probably the most sete 
cause of the large number of stock- —_— Th 
turns, and the number of turns is . Pees: from the Retail Ledger, July 2, 1924, ag 
: : - 8. ables 
partially due to a favorable location. * On the other hand, the fact that the firm has aw 
High rentals are, therefore, a reflection selected a “good” location is an indication of good . ™ 
of a favorable location effectively used. management as far as it applies to this one feature. p asi 
Allowance would have to be made, however, the fi 
The Bureau collected cost figures for for the differences in time. ye 
Tasce VI. Tue University oF NEBRASKA RENTAL PERCENTAGES* Tasi 
(Net sales = 100%) . 
No. Kind of Stores Location Lowest | Highest |Common monee 
16 |Grocery storest........ -in Omaha and Lincoln,...| 0.8 3.68 1.34 ind 
19 |Grocery stores...... outside Omaha and Lincoln....| 0.7 2.31 1.19 ee 
ligt 
10 |Shoe storest........... -in Omaha and Lincoln....| 2.02 10.61 4-49 = 
22 |Shoe stores.........outside Omaha and Lincoln....| 1.25 10. 58 2.97 line 
Appea 
13 |Hardware storest....... .in Omaha and Lincoln....| 1.01 6.46 5.14 ae 
38 |Hardware stores§ ...outside Omaha and Lincoln....| 1.05 4-83 | 2.43 Bs 
que 
*Nebraska Studies in Business, Bulletins, Nos. 2 and 5. All $Study No. 12, published July, 1925, gives the. ewes Usual 
the cities, excepting Omaha and Lincoln, have populations of figures for 67 Nebraska retail grocery stores, located in Omaba. pen 
15,000 or less (1920 Census). Lincoln, and other cities: lowest 0.50, highest 4.12, i 
{Figures are for 1931. 1.76. Study No. 13 gives the following percentages 4 


retail shoe stores, 1924: lowest 1.14, highest 12.00, # 
tFigures are for 1922. common 2.85. 
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representative figure obtainable, the 
businesses in the larger cities pay the 
highest rent.” In comparing the com- 
mon figures in Table VI with the com- 
mon figures in the Harvard group, it 
is found that the percentages are unl- 
formly higher for both locations in the 
case of the Nebraska stores. There is 
more nearly an agreement between the 
percentages for the stores “outside 
Omaha and Lincoln” with the Harvard 
figures than for the stores in these two 
cities. The two tables are in agree- 
ment, if the comparison is made 
between the stores outside the two large 
cities, as to the order in which the stores 
fall, that is, shoe stores highest, hard- 
ware next, and grocery lowest. A com- 
parison of the figures for the stores 
within the two cities with the Harvard 
figures discloses a change in order, that 
is, the order in the cities is hardware 
stores highest, shoe stores next, and 
grocery stores lowest. 

The differences among the various 
tables and the spread among the stores 
included in the same table serve to em- 
phasize the point made previously that 
the figures cannot be taken as standards 
for any individual concern because of 


Taste VIJ. CHARACTERISTICS OF HIGH 
AND Low RENTAL BUSINESSES 











High Rental Businesses Low Rental Businesses 
High value of merchandise Low value of merchandise 
in proportion to bulk in proportion to bulk; 
Window display highly im- | Need large amount of floor 
portant; space for interior display; 
High rate of turnover; Usually a low rate of turn- 

Low margin of gross profit; over; 

“Convenience and pick-up | Usually high gross profit; 
lines”; May be shopping lines; 
Appeal to transient trade; Often have an established 

Use little newspaper adver- clientele; 


using — (some of the | Use newspaper advertising 
chains form an exception) ; and solicitors; 
Price and convenience fre- May use “‘features’’ of vari- 
quently emphasized; ous kinds to attract peo- 
Usually a low overhead ex- ple to the sales place; 
pense Quality and service often 
emphasized; 
Frequently have high over- 
ead. 
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TasBie VIII. C.asstricaTion oF RETAIL 
ConcERNS ON Basis oF RENT Pap 








High Rentals Low Rentals 





Cigar stores Instalment and credit firms 
Drug stores Furniture and music stores 
Shoe stores Automobile agencies 


Men’s hat and cap stores 
Women’s furnishings, waists, 
and millinery. 
Five-and-ten-cent stores 
Restaurants and cafeterias 


Some jewelry stores—upstair 
locations 


Some men’s clothing stores 
Hair dressers 
Dentists, lawyers and doc- 


Automobile accessories tors 
Barber shops and shoe shins | Department stores 

ing parlors Some restaurants — located 
Motion-picture shows upstairs and in basements 
Poolrooms Hardware stores 


Grocery stores 


Meat shops 








local conditions. The tendency toward 
uniformity for stores of the same kind 
located in approximately the same kind 
of locality indicates, however, that such 
figures may be used as rough guides 
and serve as checks when the manage- 
ment is considering a new location or 
attempting to evaluate an old site. 

On the basis of the data presented in 
the preceding discussion, Table VII, 
showing the more important character- 
istics of the businesses that pay “high”’ 
and “low” rent, was constructed.” 

Table VIII classifies the leading 
kinds of businesses as they typically fall 
in the “high” or “low” rent group. 


V. Summary 


The selection of a location that ade- 
quately meets the needs of a particular 
business operating under a given set of 
conditions involves the establishment of 
both qualitative and quantitative stand- 
ards. There should be standards as to 





“This statement is reversed in the case of gro- 
cery stores, in Study No. 12, pp. 20-21. The figures 
are for the year 1924. 


* For the purpose of this classification any rental 
of 5% and above is arbitrarily classified as high, 
any percentage below 5% as low. 
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the characteristics of the district, neigh- 
bors, pedestrian traffic, transportation 
facilities, and of cost. 

The business that makes its chief 
appeal on price, style, or quick service, 
or sells merchandise that is in wide de- 
mand and small in bulk, can secure a 
high rate of stock-turn and a large vol- 


ume of sales if a suitable location js ¢. 
cured. Since these highly desirable sites 
are limited in number, retail manage. 
ments bid against each other for their 
use. As a result, rents tend to increase 
with the volume of sales, and, some. 
times, may even advance in anticipation 
of an increased volume. 
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THE ANALYSIS OF KEYED RETURNS 
By MAX FREYD 


logs are important indexes of 

the relative effectiveness of ad- 
vertisements. Manufacturers have long 
recognized this fact, and now almost 
universally key their advertisements in 
order to make comparisons among 
them with regard to the number of re- 
turns they draw. 


Rte «x for samples and cata- 


I 


Various methods are employed in 
keying advertisements. A legend in 
small type in the corner of a coupon is 
sometimes the clue to the insertion from 
which it was torn; for example, “L.D. 
10-24-25" in a corner of the coupon re- 
veals the information that it appeared 
in an advertisement in the Literary Di- 
gest for October 24, 1925. Other 
methods of identification have to be 
used when experience teaches the adver- 
tiser that many readers will send in re- 
quests without tearing off the coupon. 
One of these methods is to ask the 
reader to address a numbered depart- 
ment of the company, the number vary- 
ing from one insertion to another. Firms 
which occupy a whole city block some- 
times use all the street numbers ordina- 
rily assigned to that block, and firms 
which occupy a floor of an office building 
use all the numbers which otherwise 
would be given to separate offices on 
that floor. 

In analyzing keyed returns the usual 
basis for comparison is the cost per in- 
quiry. This is obtained by dividing the 
space cost of the advertisement by the 
number of responses which it elicits. 


The analysis of keyed returns brings 
out information on such points as geo- 
graphic distribution of returns, time 
element in returns, variation in returns 
with change in appeal, headline, and 
illustration, difference in pulling power 
between one magazine and another, 
and variation in returns with size of 
space and use of color. 

Keyed returns have their limitations. 
Most readers who notice the advertise- 
ment have not had their interest aroused 
to the point where they write to the 
manufacturer. Even in campaigns which 
have a great effect on sales, keyed re- 
turns are received from only a fraction 
of the readers. Frequently the offer or 
coupon is overlooked by the reader of 
the advertisement. It is known that 
many returns come from children. 

Keyed returns are often, nevertheless, 
the only tangible return from an adver- 
tisement. They inform the man who 
sells by mail which of his advertise- 
ments has proved to be the best sales- 
man. For the manufacturer who sells 
through retail stores they are the first 


TaBie I. RéTURNS FROM DIFFERENT 
Types oF ADVERTISEMENTS EXPRESSED AS 
PERCENTAGES OF RETURNS FROM FULL 
Pace BLack AND WHITE 




















ADVERTISEMENTS 
Corrected} Average 
Type of Average | Number eg 
Advertisement — Inqul ; 
Insertion} per Inquiry 
Insertion 
Halt-page B. and W..... 50 81 62 
Two-thirds page B.andW.| 68 95 72 
Full page B. and W...... 100 100 100 
Color page..........054. | 138 109 126 
Back cover............. 197 224 88 
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news from the battle front. They enable 
him to measure one immediate purpose 
of his campaign, namely, the arousal of 
interest in his product. 


II 


The writer has had the opportunity 
to make an analysis of the keyed returns 
of seven manufacturers covering maga- 
zine campaigns over a period of six or 
seven years. All of the products adver- 
tised were well established and sold 
through drug stores or groceries. There 
was little variation in the primary pur- 
poses of the campaigns. They aimed to 
stimulate sales by pointing out new uses 
and advantages. They all offered sam- 
ples or printed material, some with cou- 
pons and some without. Ina few cases 
a charge was made for a small size of 
the product. 

The examination of these returns was 
made for the purpose of finding the 
most economical type of insertion from 
the standpoint of pulling power. Com- 
parisons were made of returns from 
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half-page black and white and full Page 
black and white insertions, two-thirds 
page black and white and full Page 
black and white, color page and {yj 
page black and white, back cover and 
full page black and white, and colo, 
page and back cover. 


III 


Every total comparison of two types 
of insertion was the result of a corrected 
average of a number of unit compari. 
sons. Since the campaigns were not 
planned with a view to future statistical 
analysis, the figures available for com. 
parisons had to be examined closely in 
order to assure their freedom from the 
influence of variables other than the 
size and color of the insertion. 

In every unit comparison the product, 
campaign, magazirie, and type of offer 
were kept constant; that is to say, each 
unit comparison of two types of inser- 
tion involved the same product, the 
same campaign, the same magazine, and 
the same type of offer. It would natur. 





Chart I 


Type of insertion Cost per insertion 


FIVE TYPES OF INSERTIONS COMPARED 


Cost per insertion, number of inquiries per insertion, and cost per inquiry, of five types 
of insertions, expressed as percentages of figures for full page black and white. 


Number of inquiries per insertion Cost per inquiry 








| 
1 
| Half-page B. and W. 50 Pee] 81 na 62 Ee 
| 
| Two-thirds page B. and W. 68 Bez 95 Bae 72 | ea 
| 
| Futtpage 8. anaw. 100 oo ee 
Color pae 0 | 
Back cover 7 a .. a | 
' ' U 7 , f T T T T , EV" T ' 
0 50 100 150 20 0 50 100 150 20 2500 0 © 10 W 
Percentage Percentage Percentage 
Data from the magazine campaigns of seven national advertisers, covering a period 
a of seven years and including returns from twenty different magazines. ; 
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ally be unjustified to compare a halt- 
page offering a free sample with a full 
page offering a sample at 10 cents, or 
; half-page concerning one product with 
; full page concerning another product. 

In each unit comparison correction 
was made for unequal numbers of in- 
sertions. The following purely hypo- 
thetical example will illustrate the point. 


Comparison of Black and White Full Pages with 
Color Pages ; 
Number of Keyed Returns (hypothetical data) 


First unit comparison Second unit comparison 


Product A Product B 

Campaign, 1924 Campaign, 1924 

Magazine Z Magazine Z 

Coupon: free sample Coupon: 1oc sample 

;B.andW. 1Color 1B.andW. 3 Color 

pages page page pages 
500 1,000 50 100 
500 100 
500 100 


In each of thcs2 unit comparisons 
color pulls twice as many returns as 
black and white. But if the total com- 
parison is limited to these two unit com- 
parisons and the figures are averaged 
as they stand, the average number of 
returns for the four black and white 
pages is 387.5 and for the four color 
pages 325.0, contradicting the apparent 
facts. 

In this study an average was used to 
represent each unit comparison in ob- 
taining what we shall call the corrected 
average. In the above example the 
three black and white pages average 500 
returns per insertion and the three color 
pages 100 returns. In making the total 
comparison these averages are used to 
obtain the corrected average: 


Average Returns per Page 
B.and W. Color 


First unit comparison...... 500 1,000 
Second unit comparison.... 50 100 
Total 


Corrected average....... 275 55° 
(Total comparison) 


This corrected average preserves the 
true relationships found in the separate 
unit comparisons. 

Needless to say, the unit comparisons 
differed widely in number of returns. 
In some campaigns it was customary to 
make very liberal free offers, while in 
other campaigns a charge was made for 
samples. The corrected average of 
unit comparisons gives more weight to 
those which involve the greater number 
of returns. This is fair enough, since 
the unit comparisons which involve 
greater numbers of inquiries supply a 
greater amount of evidence. 

Comparisons were made of the cost 
per insertion in a similar manner. The 
cost per inquiry for each type of inser- 
tion was obtained by dividing the cor- 
rected average cost per insertion by the 
corrected average number of inquiries 
per insertion. 

Usually only two types of insertion 
appeared in a campaign. Consequently 
many insertions could be compared with 
only one other type. If only color pages 
and back covers were used in a cam- 


Taste II. Returns FROM HALF PAGE 
BLtacK AND WHITE ADVERTISEMENTS 
EXPRESSED AS PERCENTAGES OF 

RETURNS FROM FuLL Pace BLack 
AND WHITE ADVERTISEMENTS 
(Total Cost of Space: $686,191.70) 








Corrected| A 
o verage erag 
Type of Average | Number —— ° 
Advertisement Cost of per 
per | Inquiries) tnquiry 
Insertion 


per 
Insertion 





All insertions............ 50 81 62 











Product A (1 campaign). . 50 106 47 
Product B (1 campaign).. 50 87 $7 
Product C (4 campaigns) . $1 80 63 
Product D (3 campaigns) . 51 81 63 
le SERS rer 50 81 56 
Dapeties S. 2... 064... s1 go 57 
Magazine 3...........-- 50 87 58 
Magazine 4............. 50 83 60 
Magazine 5...........-.- $1 68 74 
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Taste III]. Returns FROM Two-THIRpDs 
Pace Brack AND WHuiITE ADVERTISE- 
MENTS EXPRESSED AS PERCENTAGES OF 
RETURNS FROM FuLL Pace BLack 
AND WHITE ADVERTISEMENTS 


(Total Cost of Space: $135,317.60) 























* - —y 
‘orrected| Average | 4 
Type of Average | Number Cost 
Advertisement Cost of per 
per | Inquiries Inquiry 
Insertion; per 
Insertion 
All insertions........... 68 95 72 
Product C (1 campaign)... 70 125 56 
Product E tt campaign).. 68 97 JO 
Product A (1 campaign).. 68 57 119 
SEER ce 70 119 59 
Diamemine 7... 2. ccc scces 68 97 70 
Magazine 8............. 68 66 102 
CD 68 66 103 
Ee 8 72 104 
Magazine 11............ 68 61 112 
BIN BI, os anced eds 67 29 230 





paign, these two types of insertion could 
be compared, but these particular inser- 
tions could not be used when comparing 
color pages with black and white pages, 
or back covers with black and white 
pages. As a result, in the data to be 
given, the corrected average number of 
returns from any type of insertion varies 
with the type of insertion with which 
it is compared. For instance, the cost 
per insertion and number of returns 
from black and white full pages avail- 
able for comparison with black and 
white half-pages differed from those 
available for comparison with color 
pages. In one case the corrected aver- 
age cost per insertion was $6,078.19 
and in the other $6,233.41; the cor- 
rected average number of returns per 
insertion 2,789 and 2,895; the cost per 
inquiry $2.18 and $2.15. 

Since the values for each type of in- 
sertion varied with the type of insertion 
with which it was compared, all figures 
had to be relative instead of absolute. 
Since also the black and white full page 


was the only type of insertion which Was 
compared with each of the others, that 
type was selected as the standard of 
comparison. 


IV 


The comparisons are given in Table | 
and in Chart I. In cost per insertion 
and number of returns per insertion the 
different types of advertisement rank 
as follows: 


Half-page black and white. 
Two-thirds page black and white. 
Full page black and white. 
Color page. 

Back cover. 


But in cost per inquiry they rank as 
follows: 


Half-page black and white. 
Two-thirds page black and white. 
Back cover. 

Full page black and white. 
Color page. 


It costs twice as much to get a certain 
number of returns by the use of color 


Taste IV. Returns FROM Cotor Pace 
ADVERTISEMENTS EXPRESSED AS Per- 
CENTAGES OF RETURNS FROM FULL 
Pace Biack AND WHITE 
ADVERTISEMENTS 


(Total Cost of Space: $811,862.22) 




















Corrected 
\Corrected| Average 
Average | Number — 
Ad Type of Cost of = 
vertisement per Inquiries bana 
Insertion} per 
Insertion 
All insertions. .......... 138 
Product F (4 campaigns) | %42 
Product D (4 campaigns). | 141 





Product C (2 campaigns). | 142 
Product G (1 campaign).. | 123 





Magazine 5...........-- 142 

Gemmeee ©... .. +. s98~s 135 
Magazine 1............ 1$1 
Magazine 13..........-- 230 
Magazine 14.........--- 138 
Magazine 3........-.--- 121 
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by the use of half-pages in 
ek ae sre The use of the right 
sort of insertion will apparently enable 
the advertiser to double the returns 
from his expenditure. 

It is interesting to speculate upon the 
basis for setting the cost per insertion. 
The charges for different sizes of black 
and white space are in almost exactly 
the same proportion as the size of the 
space. One would expect the rate for 
a half-page to be just a little more than 
half the rate for a full page, in order to 
take care of overhead. Great variation 
is found in the ratio of cost of color 
pages to black and white pages. In one 
magazine the color pages cost about 1.2 
times as much as the black and white 
pages, while in another they cost 2.3 
times as much. There is evidently work 
here for the cost accountant. 

Tables Il to V break down these 
comparisons by products and by maga- 
zines. Table VI gives the additional 


Taste V. RerurNs FROM Back Covers 
EXPRESSED AS PERCENTAGES OF RETURNS 
FROM Fut Pace BLacK AND WHITE 

ADVERTISEMENTS 


(Total Cost of Space: $1,000,435.51) 











Corrected ree 
e 
Type of Average | Number - 
Advertisement —_ I HH per 
nqu 
Insertion = ay 

Insertion 
All insertions........... 197 224 88 
Product D (6 campaigns). 194 381 74 
Product G (1 campaign)... 197 222 89 
Product C (3 campaigns) . 257 200 127 
Magazine 4............. 200 482 42 
Magazine 14... 140 251 56 
Magazine ova cae 198 340 58 
Magazine i........... 197 305 65 
: Mee ®....cxenecune 183 179 102 
Magazine 15............| ago | 227 | 106 
Magazine 16... 258 218 118 
Magazine 200 | 162 | 124 
PONS B35... cose cadet 252 198 127 

Magazine RRS 250 189 13 
SUOGATING 37........0000. 271 199 13 
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Taste VI. Returns From Back Covers 
EXPRESSED AS PERCENTAGES OF RETURNS 
FROM CoLor PAGES 


(Total Cost of Space: $600,750.00) 




















\Corrected| A | 
verage 
Type of Average | Number . 
Advertisement _ sant ‘es! 7D 
Insertion} per Inquiry 
Insertion 
All insertions............ 142 188 75 
Product D fs campaigns).| 139 193 72 
Product G (1 campaign)..| 167 200 gl 
Magazine 14............ 146 225 65 
Magazine 19............ 133 192 69 
Magazine 20............ 133 180 74 
Magazine 18............ 133 179 75 
Magazine 2............. 141 178 79 
Magazine I............. 133 121 110 





comparisons of color pages with back 
covers. 

In Table III it appears as if most of 
the magazines did not support the total 
conclusions. The first two magazines 
on the list, however, were far more im- 
portant than the others, in that they 
were used in campaigns which pulled the 
bulk of the returns. 


V 


The results of this investigation are 
in error in so far as they are affected by 
the following uncontrolled variables: 
order of insertion of the advertise- 
ments, type of appeal, and cost of pro- 
duction (art work, copy-writing, plates, 
and typesetting). It was found prac- 
tically impossible to get accurate infor- 
mation on most of these variables. It 
is highly improbable, however, that the 
findings would be changed to any great 
extent. 

In spite of their limitations, keyed re- 
turns are the only available means of 
estimating the pulling power of an in- 
dividual advertisement. 

Cost per inquiry is one means by 
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which the manufacturer may estimate 
the relative economic value of advertis- 
ing space. With this as a criterion, the 
different types of insertions may be 
ranked as follows according to their 
value as a buy. 


Half-page black and white. 
Two-thirds page black and white. 
Back cover. 

Full page black and white. 

Color page. 

The findings of this study justify in 
part the readjustment of relative rates 
for different types of insertions. 

The relative pulling power of differ- 
ent kinds of insertions varies with the 
product. For three out of four kinds 
of products the color page is more eco- 
nomical than the black and white page, 
but for the fourth product the opposite 
holds true. Results such as these illus- 
trate the need for each manufacturer 
to determine for himself which is best. 


VI 


The method employed in this study 
was complicated because the campaigns 
were not planned with a view to later 
analysis. For purposes of obtaining in- 
formation of the same sort for any 
product, an experimental campaign 
should prove more reliable. The fol- 
lowing plan is suggested: 

Prepare five similar layouts, calling 
the half-page black and white 4, the 
two-thirds page black and white, B, and 
so forth. Schedule them for insertion 
in different order in different magazines. 
If, for example, 10 monthly magazines 
are used from January to May, the 
schedules may be run as indicated in 
Table VII. In tabulating results the 
returns from the insertion are to be sub- 
stituted for the letter indicating the type 
of insertion. 

The magazines are arranged in pairs 





Taste VII. ScHEDULE For INSERTION 
Five Types or ADVERTISEMENTS | " 
OF SIMILAR Propucts 1x 
TEN Macazines 

















—= 
its 
Magazine | Jan Feb. | Mar. | Apr. May name 
Mag. 
I A B C Di €E| 
2 A B Cc Sf Om 
3 B Cc D E —s 
4 B C D E . 
5 Cc D E A BI... 
b Ci viertsinat 
7 D E A B ot ae 
8 D E A B ASS 
9 E A B Cc || a 
10 E A B ae 
Total 
returns 
for each | 
ne Ce eS TIES OR al eek 


























in which the order of appearance of the 
insertions is the same. If possible, the 
total circulation of pairs should not 
vary; that is, the circulation of mag:- 
zines 1 and 2 should be equal to that 
of 3 and 4, 5 and 6, and so forth. Only 
five different orders of insertion are 
used, although 120 are possible. By in- 
serting each type of advertisement once 
in each magazine and twice in each 
month the figures of no magazine are 
given an undue weight, and the effect of 
seasonal demand is eliminated. The 
consistency of the results may be tested 
by correlating the five pairs of figures 
for magazines 1 and 2, 3 and 4, and 
so forth. The 10 returns from each 
type of insertion are added for com 
parison with other types of insertion. 
The figures in the last column may be 
used in comparing the magazines. 
This method may be used to compare 
different sorts of appeals, headlines, 
layouts, art work, and offers, or any 
other variables on which information 
is desired. The hint of savings to be 
effected justifies such an analysis o! 
keyed returns for obtaining almost any 
information they can yield. 
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OPEN-MARKET MONEY RATES 


By JOSEPH B. HUBBARD 


variety of borrowing and lending 

operations differing from each 
other in both form and purpose. Loans 
to brokers, purchases and sales of com- 
mercial paper, of bankers’ acceptances, 
and of the short-term obligations of the 
Federal Government, municipalities, or 
other borrowers, are the principal 
classes of transactions. In the case of 
brokers’ loans, either on demand (call 
loans) or for a stated period of time 
(time loans), the transaction takes the 
familiar form of a loan secured by col- 
lateral. Lending and borrowing through 
commercial paper or acceptances, on the 
other hand, gives rise to a credit instru- 
ment which, like a short-term security, 
is subject to purchase and sale in the 
open market. 

This article deals primarily with the 
rates of interest which arise in the trans- 
actions just enumerated, and not with 
the services performed by the open 
market in facilitating the working of the 
country’s financial organization. In 
general, it may be stated that the mar- 
ket forms an outlet for surplus funds, 
and furnishes a means of borrowing to 
those whose credit meets the necessary 
requirements. Since surplus funds grav- 
itate to the banks, these are the prin- 
cipal, but not the only, lenders. The 
most important class of borrowers are 
the stock-brokers, who, as stated above, 
ordinarily obtain loans secured by stock 
market collateral. Loans of this kind, 
of course, are employed very largely by 
others—by business men for commercial 
purposes, and by bankers and others to 
finance the issuance of new securities— 


Toi open market embraces a wide 


but the rates with which we shall deal 
in the following discussion are brokers’ 
rates. As the name indicates, borrowers 
through commercial paper are business 
organizations. In acceptance transac- 
tions, the borrowers are chiefly, though 
by no means wholly, organizations 
engaged in foreign trade. It is to be 
noted that in this case, borrowing 
through the open market is done on the 
credit of the accepting bank, not that of 
the individual borrower; and that a 
considerable volume of acceptances do 
not enter the open market, but are held 
to maturity by the accepting bank. 

The amount of short-time borrowing 
which takes place through transactions 
in the open market is substantially less 
than that effected by means of commer- 
cial loans negotiated with the banks by 
their regular customers. The familiar 
“bank” or “over-the-counter” rates 
charged on the latter class of loans dif- 
fer sharply from open-market rates 
in maintaining a fairly stable level from 
year to year. Open-market rates not 
only fluctuate widely, but are at levels 
(dependent, of course, upon the class 
of transaction in question) which differ 
substantially from the prevailing bank 
rates on commercial loans. One techni- 
cal difference (explained in greater 
detail in the discussion of the different 
types of open-market rates) is of inter- 
est in this connection: the rate on bank 
loans, superficially at least, is a rate 
which is both paid by the borrower and 
received by the lender. Rates quoted on 
the open market are lenders’ rates, but 
in certain important instances are not 
also borrowers’ rates. When the loan is 
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not directly negotiated between bor- 
rower and lender, as is the case for com- 
mercial paper and bankers’ acceptances, 
the intervention of a third party (the 
dealer) who is compensated for his ser- 
vices, gives rise to a divergence between 
the rate paid by the borrower and re- 
ceived by the ultimate lender. The rates 
which are quoted for these transactions 
in current publications are dealers’ rates, 
which include those at which purchases 
are made—that is, the rate received by 
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in open-market transactions lies in their 
sensitive response to changes in general 
business and financial conditions, which 
renders them useful in appraising the 
current economic situation. 
Explanation for the wide fluctuations 
of open-market rates is found in the fact 
that the open market is primarily the 
outlet for surplus funds, and thus 
responds sensitively to any changes 
affecting money conditions. When 
money is very easy, the flow of funds to 
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in their MME came time that demand is urgent. The 
Beneral MMB spread between the open-market rates 
, Which Mi under the first set of conditions and 
ng the MM under the second is wider than that 


exhibited by “bank” rates. Moreover, 
small changes in money conditions, 


uations 

he fact {HB which would affect the latter rates only 
ily the HM slightly, produce appreciable changes in 
1 thus MMM the open market. 


hanges 


When II 


nds to 

emand Since New York City is by far the 
period (most important money market in the 
emand Mm United States, the rates considered 


relate to that market.?. On Chart I are 
plotted weekly rates at New York City 
for time loans, commercial paper, and 
bankers’ acceptances, and the index of 
the average of the yield on Treasury 
certificates published in the Federal 
Reserve Bulletin. Rates on call loans, 
which during a short interval fluctuate 
much more widely than the other classes 
of loans considered, appear in Chart II. 
In general, the maturity of the loans 
considered does not exceed 6 months. 
Of the various maturities for which 
rates are currently quoted, a careful 
selection was made in order to obtain 
the rates most representative of the 
market. For commercial paper, 4-6 
months’ maturities were selected, since 
these furnish the bulk of the transac- 
tions; and between the two classes of 
paper quoted—“prime” and “good”— 
the former was selected because it rep- 
resents the higher class of credit. In 
the case of time loans and_ bankers’ 
acceptances, a middle range of maturi- 
ties was chosen to avoid certain influ- 
ences affecting the shorter and longer 
maturities—such as the tendency, in 


- funds 
at the 


J 





; Acknowledgment is hereby made to the Review 
4 Economic Statistics for permission to reprint the 
| harts of open-market money rates which appear in 
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time loans, for the shorter maturities to 
command a premium when higher rates 
are expected, and for longer maturities 
to command a premium when lower 
rates are expected. The yield index for 
Treasury certificates is based, for the 
most part, on the prices of certificates 
which mature between 4 and 6 months 
following the date to which the index 
relates, and thus fall roughly into the 
same class, relative to maturity, as the 
loans considered. The greater part of 
these obligations are issued by the gov- 
ernment for periods of either 6 months 
or I year. 

All four classes of rates, as illustrated 
by Chart I, show a striking similarity 
in their general movements. Two of 
them, it is true—those for rates on time 
loans and for yields on Treasury cer- 
tificates—exhibit more frequent changes 
than the other two—those for commer- 
cial paper and acceptances. But over 
any considerable period of time all four 
rates show the same general changes, 
so that the contour of all the curves 
plotted in the chart is much the same. 
All classes of rates, indeed, are subject 
to the same general influences, since they 
all relate to forms of credit which 
together supply an outlet for funds seek- 
ing short-time investment. 

As to the levels at which they fluctu- 
ate, the four classes of rates fall quite 
clearly into two pairs: rates on com- 
mercial paper and time loans maintain 
approximately the same level in their 
fluctuations; while acceptance rates and 
certificate yields also move together, but 
at a distinctly lower level than the for- 
mer pair of rates. The explanation of 
this divergence lies in the difference 
between the credit which forms the 





the text. For the data relating to such rates and a 
more technical treatment of the subject, see “A 
Weekly Index of Money Rates,” Review of Eco 
nomic Statistics, January, 1926, pp. 23-28. 
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basis of the rates. Time loans and com- 
mercial paper rest on the credit of indi- 
viduals or corporations; while accep- 
tances rest on the credit of banks, and 
Treasury certificates on that of the 
Federal Government. 


Il 


Consideration of the mechanism 
through which the transactions giving 
rise to these rates are effected throws 
further light on their levels. Time 
loans are negotiated either between the 
stock-broker and the bank,’ or through 
a money-broker, who makes a charge to 
the borrower which, on the average, 
amounts to 1/32%. Except when a 
commission is charged, the rates at 
which the transactions take place are 
both those paid by the borrower and 
those received by the lender, as is not 
the case for either commercial paper or 
bankers’ acceptances. The rates quoted 
for time loans are either those at which 
transactions are made, or are “bid” and 
“tasked” rates. The “bid” rate, in this 
instance, is the rate which borrowers are 
willing to pay for loans, and the “tasked” 
rate that at which lenders will make 
loans. A spread of 1/8 or 1/4 of 1% 
separates these “bid” and ‘‘asked”’ 
rates, actual transactions taking place 
within this range. It is to be noted that 
the terms “bid” and “asked” are here 
employed in a very different sense than 
in the case of acceptances. 

For commercial paper, the interven- 
tion of a third party—the commercial 
paper house —between the borrower 
and the ultimate lender operates to 
determine the rate quoted. The com- 
mercial paper house discounts its cus- 





7A charge for placing loans for outside banks 
with brokers in New York, a service which has 
been performed free by New York banks, was 
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tomers’ paper at a certain rate, and ther 
sells the paper at whatever discount j 
will bring. The quoted rates are those 
at which the commercial Paper hoy 
makes its sales, and are thus the rates 
which lenders—that is, the banks pur 
chasing the paper—receive for the 
money. These rates are lower thay 
those paid by the borrower by the 
amount which the commercial paper 
house charges for its services. The 
return to the dealer takes the form of; 
commission, or arises from the difer. 
ence in the rates at which his customer's 
paper is discounted by the dealer and 
sold in turn to the purchaser. Custom 
arily, this difference amounts to 1/4% 
—that is, on 6 months’ paper, the rate 
to the borrower is 1/2% per annum in 
excess of the open-market rate. 

The rates on bankers’ acceptances, 
like those on commercial paper, are 
dealers’ rates, but the preceding trans. 
actions are very different from those 
just outlined. The borrower, to finance 
certain specified transactions, makes ar- 
rangements with his bank whereby he 
agrees to put the bank in funds to meet 
at maturity drafts drawn upon the bank 
to finance these transactions. These 
drafts the bank agrees to accept; and 
for its services charges a rate which usu: 
ally amounts to 1-1%2% per annum. 
Upon acceptance by the bank, the dratt 


becomes a direct obligation of the bank, 
and may be bought and sold on this 
basis. The dealer buys these acceptances 


for the purpose of resale. He has, 


therefore, two rates: a “bid” or buy- 
ing rate, and an “asked” or selling 
rate, which customarily differ from 
These are the 


rates currently quoted. The lower of 


each other by % of 1%. 





recently decided upon by the New York Clearing 


House banks. 


* The note customarily bears no rate on its face. 
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hem—the “asked” rate—is that which 
the lender who makes his purchase at 
his rate receives for the use of his 
funds. 

Another circumstance of importance 
relating to rates on bankers’ acceptances 
or theif. the relation between the acceptance 
market and the Federal Reserve banks. 
For the purpose, among others, of 
jeveloping that market, the Reserve 
vanks were empowered to buy and sell 
acceptances, and stand ready to pur- 
chase those meeting certain specifica- 
tions whenever presented to them. They 
herefore, from time to time, establish 
rates at which such purchases will be 
made; and since the Reserve banks are 
ften large holders of acceptances, 
their buying rates have an important 
fect upon the market. Thus accep- 
tance rates, to an extent not true of the 
other market rates, are brought under 
the influence of general Reserve policy. 
When the rediscount rate of the Fed- 
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Treasury certificates — the fourth 
item shown on Chart I—are, of course, 
only one form of the various kinds of 
short-time securities which are bought 
and sold in the open market. Notes of 
pmunicipalities are another important 
representative of this kind of credit. 
Treasury certificates are usually issued 
in maturities of either 6 or 12 months, 
bearing a stated rate of interest. The 
Prices quoted are dealers’ bid and asked 
Prices. The yield is, therefore, the rate 
which the buyer, if he holds the security 
‘o maturity, will receive on a purchase 


-_ 


‘E 


Clearing 


its face. 
Xcept as noted in footnote 2, page 322. 
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made at the seller’s price. The bor- 
rower’s rate is, of course, the rate of 
interest stated on the face of the 
certificate. 

IV 


Call-loan rates are those applying to 
demand loans on collateral negotiated 
between stock-brokers and lenders on 
the call-money market. They are thus 
both borrower’s and lender’s rates.* Call 
rates exhibit wide irregular fluctuations, 
which are strikingly shown on Chart II, 
where such rates are compared with an 
average of the rates, shown on Chart I, 
for time money and commercial paper 
(short-time money index). The call 
rates plotted are weekly averages of the 
daily ‘renewal’ rate—a rate posted 
each morning on the New York Stock 
Exchange, at which renewals of call 
loans made the day before are generally 
negotiated. They show general move- 
ments which are similar to those shown 
by other open-market rates, but their 
irregular fluctuations tend to obscure, at 
any one time, the direction of these gen- 





Chart II 


Short- Time Money Index and Weekly Average 
Rate on Call.- Loan Renewals 
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eral movements. It is noteworthy that, 
when money conditions were very easy 
in the middle of 1924, call loans 
dropped to about the levels reached by 
bankers’ acceptances and Treasury cer- 
tificate yields, which were then about 
1% below the rates on time money and 
commercial paper. 

A comparison between the average of 
rates on time money and commercial 
paper (short-time money index) with 
one of the most stable of interest rates 
—the yield on high-class long-term 
bonds—is presented in Chart III. The 
index of bond yields, which is on a 
monthly basis, is an average for 10 high- 
grade railroad bonds of distant matur- 
ity. Open-market rates rise above 
such yields when money is in active 
demand, and fall below them when 
money is easy. In 1924 and 1925 the 
average of rates on time loans and com- 
mercial paper was below bond yields 
except for a few weeks at the beginning 
and end of this period. During much 
of these two years, money conditions 
were abnormally easy; and the recent 
rise of rates above bond yields repre- 
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Chart III 


Short- Time Money index and Monthly 
Yields on 10 Railroad Bonds 
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sents the reestablishment of More nor. 
mal levels for short-time money. 


V 


A consideration of the importance of 
the open market in the general credit 
structure of the country lies outside the 
scope of this article. It is pertinent to 
the consideration of rates, however, to 
compare the volume of the transactions 
to which they apply with the volume of 
loans paying the ordinary “bank” rates, 
According to a recent estimate, rates on 
the latter class of loans for the country 
as a whole apply to a total of some 15 
or 20 billion dollars.’ For commercial 
paper, figures published by the Federal 
Reserve Bank of New York, which 
include some 90% of the total volume 
of such paper outstanding, have varied, 
since the war, between 600 and 1,300 
million dollars, and at the end of last 
January stood at 654 millions. Bank. 
ers’ acceptances outstanding, according 
to the figures of the American Accep- 
tance Council, have varied between 400 
million and 1 billion dollars, and on 
December 31 amounted to 774 millions. 
The figures published by the New York 
Stock Exchange for the volume of time 
and call loans of its members approx 
mated 1 billion and 2% billions, re- 
spectively, on February 27. For short. 
term securities, such as are dealt in on 
the open market, no estimates seem to 
have been compiled. At the end of 
February, outstanding United States 
Treasury certificates and notes, matur- 
ing in less than a year, amounted to 
1,853 million dollars. The foregoing 
figures are patently incomplete; but they 
indicate that open-market transactions, 
though large in the aggregate, are of 

*Snyder, Carl, “The Influence of the [oteres 


Rate on the Business Cycle,” American F omni 
Review, December, 1925, p. 684- 
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substantially smaller volume than the 
ordinary business loans granted by 
banks. 

To those who are not directly con- 
cerned with transactions in the money 
market, open-market rates furnish an 
‘ndex of general money conditions which 
possess many advantages. Among the 
mass of banking and financial data, such 
rates are constantly and readily avail- 
able in comparatively simple form, and 
record sensitively the influences which 
afect the financial situation, such as the 
expansion or contraction in the volume 
of business, Federal Reserve policy, or 
gold movements. All of these have 


affected the movement of rates during 
the years shown on the charts: in the 
last half of 1922 and the first part of 
1923 rates rose under the influence of 


expanding business, at the same time 
that Federal Reserve operations acted 
to hasten this advance; during the first 
half of 1924, recession in business, Fed- 
eral Reserve operations, and the inflow 
of gold combined to cause a drop of 
open-market rates to extremely low 
levels; during 1925, expanding business 
and gold exports operated to bring rates 
up to more normal levels. During these 
four years, no real stringency developed 
in money conditions, and prompt easing 
when business receded (as in 1923 and 
1924) prevented such recessions from 
going to any great length. Thus open- 
market money rates, li’) - indexes of 
general prices, or of .e volume of 
business activity, or of employment con- 
ditions, furnish a valuable aid in the 
appraisal of the business situation. 














THE ECONOMIC FUTURE OF 


HOUSE-TO-HOUSE SELLING 


By EVERETT R. SMITH 


HERE has been much discussion 
as to the part which will be played 
by house-to-house, or direct-to- 
consumer, selling on the part of the 
manufacturer in reducing the cost of 
distribution. It is clear that unless 
house-to-house selling works out some 
entirely new plan, it cannot reduce the 
cost of distribution. So far as we have 
been able to find, there are no articles 
being sold from house to house which 
are sold to the consumer at a less price 
than that for which he or she could buy 
the same or equivalent articles ina retail 
store. Much has been made by some 
direct selling concerns of the phrase, 
“Direct from the factory to you at a 
saving,’ or “Direct to you at factory 
prices,” or “Direct to you at manufac- 
turer’s prices.” In so far as the manu- 
facturer is also the final distributor, it 
is true that the prices are the manufac- 
turer’s prices. This, however, is en- 
tirely misleading and fraudulent in a 
sense because it leads the consumer to 
believe that she is getting an article at 
wholesale price rather than retail price. 
House-to-house selling does not dis- 
pense with any of the normal inter- 
mediaries of distribution. It merely 
consolidates them all under the control 
of the original producer of the goods. 
In that respect it is another phase of 
the tendency which is seen on the part 
of certain large producers of commonly 
used articles who are trying to eliminate 
the wholesaler. There are, too, large 
groups of retailers or chain stores which 
eliminate the wholesaler. 








There are without doubt economies 
at times in consolidating several 
functions under one head. At other 
times there are no economies. Even jf 
there are no economies, however, it 
means that the manufacturer in elimi. 
nating the middleman may be satisfied 
to eliminate also the middleman’s profit. 
He figures that this will give a lower 
price to the dealer, or to the consumer, 
or both. Therefore, his volume will be 
increased and his ultimate profits will 
be greater, even though he performs 
the function of the wholesaler without 
allowing any wholesaler’s profit. 


I 


In the case of direct-to-consumer sell- 
ing, it is necessary for the producer or 
manufacturer to consolidate and handle 
the various functions of the jobber, dis- 
tributor, and retailer. 

It is the aim of every direct-to-con- 
sumer distributor to develop his busi- 
ness on a national basis. But since the 
situation is quite similar whether he 
has national or merely local distribu- 
tion, it is necessary only to consider 
the few concerns which have national 
distribution. 

Let us examine the steps of distribu- 
tion of a manufactured product direct 
to the consumer. First, there is, 0! 
course, the usual manufacturer's cost, 
consisting of raw material, labor, and 
manufacturing overhead. Then there !s 
the distribution and warehousing cost. 
Warehouses must be maintained in vari- 
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ous parts of the country, except for such 
articles as can be shipped direct from 
she manufacturer by parcel post. Even 
here we find that it is much cheaper to 
ship those articles in bulk to strategi- 
~ally located points and there distribute 
the individual packages at the lower 
local zone rate. This involves a rather 
expensive system of warehousing with 
managers, clerks, and all the necessary 
building and equipment. Here is the 
iobber’s function which must of neces- 
sity be performed and cannot be elimi- 
nated. 

The retailer's, or retail, function is 
performed by the salesman. He, how- 
ever, must be supervised and directed by 
a branch or district manager for whom 
an ofice must be maintained, and who 
has considerable expense in connection 
with the carrying on of his work, which 
embodies hiring, training, and supervis- 
ing salesmen. The tremendous turnover 
in salesmen on direct selling proposi- 
tions is an expense which the retailer 
does not incur. 

So far, the argument would indicate a 
performance of certain of the whole- 
saler's and retailer’s functions in which 
the manufacturer might be content to 
give up the wholesaler’s profit. The 
retailer's profit cannot be eliminated 
because that has to be paid to the sales- 
men in the form of a liberal commis- 
sion. This commission ranges from 25% 
to 40% of the retail price. In addition, 
there are bonuses and awards of one 
sort or another which bring it to any- 
where from 30% to 50%. 

We have, however, overlooked the 
fact that all of these branch managers, 
running as high as 200 or 250 in num- 
ber throughout the country, have in 
turn to be selected, trained, and 
supervised. This requires another 
group of higher executives, perhaps 25 
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to 30 in number, who are in turn super- 
vised by a still smaller group of 3 to 6 
high executives. In the necessary course 
of events these higher sales executives, 
with the knowledge and ability they 
display, must be highly paid, and they 
are. This last is an expense which we 
might compare with the selling expense 
of a manufacturer who works through 
the usual retail channels. 

National advertising is an essential 
to carry on direct-to-the-consumer dis- 
tribution. It is not only necessary for 
the usual purpose of national advertis- 
ing in creating a desire or acceptance 
for the goods, but is also necessary to 
create confidence in the representatives 
of the particular manufacturer. So the 
national advertising expense is apt to 
be unusually heavy if on a proper scale 
to develop the business. 

We see, then, that house-to-house or 
direct-to-consumer selling duplicates the 
sales expense of the manufacturer, the 
warehousing and distributing expense of 
the jobber, and the expenses of the re- 
tailer both from the standpoint of 
rental, salaries, and so forth. So we 
find no reason for any reduction in the 
cost of goods by distributing to the con- 
sumer by house-to-house selling. Actua! 
checking up of such products proves 
that there is no reduction. It is quite as 
untrue to say that the prices of goods 
to the consumer delivered by direct-to- 
consumer selling are lower, as it is to 
say that the prices through the usual 
retail channels are lower. As a rule, 
there is no difference, and there is no 
reason one way or the other for a dif- 
ference. 

There has been rapid growth of 
house-to-house selling within the past 
five years, though that growth has not 
been nearly as great as some people 
have believed. Estimates which have 
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been made of the total retail volume of 
the United States—that is, of goods 
sold to the ultimate consumer and com- 
prising food, clothing, other necessities 
and luxuries—fix the amount at $36,- 
000,000,000. The best figures avail- 
able would indicate that house-to-house 
selling reaches certainly not over 1% of 
the total and probably much nearer 4% 
of 1%. This includes all house-to-house 
selling direct to the consumer on the 
part of the manufacturer, both of those 
concerns which do a national business 
and of the vastly greater number which 
have a small localized business. This 
compares with a volume of 8% of the 
total retail volume going to mail-order 
houses. 


II 


Why is it, then, if the house-to-house 
selling method does not produce econ- 
omies which can be passed on to the 
consumer, that it has grown to the fig- 
ure which it has reached, with a few 
very large concerns which are out- 
standing successes ? 

There is one fundamental reason for 
this which should be considered in two 
phases. 

The primary advantage is that the 
manufacturer controls every step of 
distribution until his goods are placed 
in the hands of the consumer. He can 
control the distributive effort on his 
goods, intensify it, and place it where 
he feels it will meet with the best re- 
sults. In this way the manufacturer is 
able, if he operates his selling force 
efficiently and wisely, to develop a vol- 
ume of business considerably more rap- 
idly than he could if he waited to work 
it up through the usual retail channels. 
For rapid growth, then, providing the 
product is suitable to house-to-house 
distribution, there is a distinct advan- 


tage, although in rapid growth the ex. 
pense is apt to run high and the Process 
is apt to be more costly than the usual 
method. 

A corollary of the above is, of course, 
the fact that such a house-to-house sell. 
ing organization works very effectively, 
A tremendous amount of intensive sales 
effort is devoted to a single product or 
a small group of products. The sales. 
mien are thoroughly versed in all of the 
merits and values of those products as 
the clerks in retail stores could not be. 
Where the retail store displays hun. 
dreds or thousands of items before the 
consumer, the house-to-house salesman 
displays one item or a family of items. 
All of the attention of salesmanship is 
concentrated upon that one item and 
no other items are present to distract 
the attention. This intensive salesman- 
ship accounts for the success of some 
concerns in the house-to-house selling 
field. 

Whether success accomplished merely 
through intensive salesmanship will be 
permanent is a question. If the retailer 
places a comparable amount of effort 
behind his goods, he certainly can com- 
pete most advantageously with the 
house-to-house salesman. He has all 
the prestige of a local business man; 
the customer comes into his store of 
her own accord because she wants to 
buy, and every advantage is on the side 
of the retailer. He must, however, 
train his clerks to sell rather than take 
orders, and to know the goods thor- 
oughly. Retailers in almost every par 
of the country have proved quite satis: 
factorily that they cannot only compete 
with but practically eliminate house-to- 
house selling, which depends for its suc- 
cess upon intensive salesmanship alone. 
by better development of their own 
salesmanship. 

There is also the probability that 
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after a time the buyer has been edu- 
-ated through this intensive salesman- 
ship to the purchase of a certain type 
of commodity, to a point where inten- 
ive salesmanship will have defeated its 
own purpose. The further purchases of 
those commodities will naturally flow 
into the normal retail channels where 
the consumer will not be subject to in- 
tensive selling of the sort which has 
been brought to bear upon her by the 
house-to-house selling organization. 


Ill 


The other phase of this possible justi- 
fication for house-to-house selling is ap- 
parently a broader and sounder one. 
At least, if it is sound, it may have more 
enduring possibilities, although even 
here there are possible limitations. This 
phase is the distribution through house- 
to-house selling of goods or articles 
which require a certain amount of edu- 
cational work, of articles which have to 
be explained, of articles where the use- 
fulness to the particular consumer has to 
be pointed out by a salesman so trained 
that he may recognize and point out the 
particular value to the particular con- 
sumer. Standard illustrations of such 
items are adding and calculating ma- 
chines. The average business man is 
not particularly interested in the more 
intricate adding machines until a tho- 
roughly trained expert comes into his 
place of business, studies the needs of 
that business, works out and indicates 
a plan by which the adding machine will 
simplify those needs, and then does the 
necessary educational work, which leads 
toa sale. Insurance, to some degree 
typewriters, vacuum cleaners, furnish 
other illustrations. 

It is quite probable that the sales of 
vacuum cleaners and washing machines 
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would not have grown in volume to their 
present status, or anywhere near it, had 
it not been for demonstration and edu- 
cation of the public by trained experts 
who came to the homes. Where it would 
be obviously impossible for the retailer 
to train one or more of his men and 
send them out to call at every home to 
demonstrate such products, the manufac- 
turer can afford to do this, and the re- 
tailer can afford to accept a smaller 
percentage of profit if the goods are ulti- 
mately delivered through him because 
the sales work is done by the manufac- 
turer.” 

Some types of vacuum cleaners, how- 
ever, are sold direct by the manufac- 
turer to the consumer without the inter- 
mediary of the retailer. The salesman 
enters the home and demonstrates to the 
woman how she can use the vacuum 
cleaner to her own great profit and 
advantage. This involves not only in- 
tensive salesmanship, but actual educa- 
tional work, and such a work becomes 
of value to the consumer and to the 
community as a whole. There is no ques- 
tion that a great volume of direct-to- 
the-consumer selling has played a con- 
siderable part in raising the standard of 
living by teaching the public the value 
to them of devices which they would not 
otherwise purchase. 

The first company to develop mod- 
ern house-to-house selling on its present 
basis and to make a large success of it, 
dealt with brushes. It is interesting to 
note from the statements of the head 
and founder of this company that he 


*There is a considerable field of such articles 
which are sold through the retailer, but on which 
house-to-house selling is done by the manufac- 
turer. Here, however, it simply means that the 
manufacturer is extending the scope of service 
of the retailer and it does not fall within the main 
discussion of direct-from-factory-to-consumer sell- 
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undertook house-to-house selling be- 
cause the retailers could not sell his 
goods. Here, again, we have a prod- 
uct for which the housewife did not 
realize she had a use. The usual methods 
of advertising and selling would take 
many, many years and might never 
be successful on a profitable scale. By 
direct-to-the-consumer selling, however, 
trained men were sent to the homes of 
the country, absorbed at a glance the 
particular requirements of the home, 
demonstrated how certain of these pe- 
culiar and unusual brushes would do 
the work better and easier, and give the 
housewife more time for other things. 
And sales were made. It is an interest- 


ing fact to notice the claim that this one 
concern does a larger volume of busi- 
ness than the volume sold by all the re- 
tail stores in the country on a similar 
product; this in spite of the fact that 
by now the housewife must be to a con- 
siderable degree educated to the value 


of at least some of these products. 

So we have two reasons for the suc- 
cess of house-to-house selling. The first 
is that of purely intensive salesmanship, 
bringing to the attention of the con- 
sumer a certain type or kind of goods. 
The other is educational work which the 
retailer cannot afford properly to do, 
or is not equipped to render. 

Both of these may, however, be 
summed up as due to one cause. It is 
this: house-to-house selling, to be suc- 
cessful, must render to the consumer a 
service which compensates her for the 
interruption and the time which she 
gives to the salesman. 


IV 


It cannot be denied that house-to- 
house selling is against the wishes of the 
consumer as a general proposition. She 
is interrupted, not at her convenience, 
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but at the convenience of the man who 
rings the doorbell. : She has not invited 
him to come; she is not ready to talk 
with him; she must drop her other 
duties or occupation to give him the 
necessary time for his demonstration 
and sales talk. 

Intensive “high-pressure” salesman. 
ship may succeed in making a sale once, 
but presentation of the same line of 
goods cannot make sales again, and 
again, and again in the same home to 
the same consumer unless it renders her 
a service. This service may be that it 
gives her an opportunity to make a selec. 
tion of goods which she could not get at 
her local store, or it may be an educa- 
tional service which lightens her labors 
and gives her a higher standard of 
living. 

The value of intensive salesmanship 
can be met and overcome by the re- 
tailer, and is being overcome in some 
quarters. It is also purely temporary, 
because when the woman becomes used 
to the selection of goods, she will ask 
for that same selection from her re- 
tailer, and buy the goods there. It is, 
therefore, probable that over a period 
of years only that house-to-house sell- 
ing will continue which renders an edu- 
cational service that is of real value to 
the consumer. 

Even here there is a possible limit. 
The consumer has once been taught the 
value of a vacuum cleaner and has used 
the vacuum cleaner for several years. 
Let us assume that it wears out or be- 
comes obsolete in time. She has been 
taught all the usefulness of a vacuum 
cleaner. It is her natural and proper 
shopping impulse to inspect the many 
types of vacuum cleaners shown by the 
various retailers. This gives her the 
power of selection among competing 
lines which is taken away from her by 
house-to-house selling. The shopping 





instinct 
in the 
country 
that sh 
securec 
it up. 
having 
modity 
fectly 1 
purcha: 
from t! 
cates th 
in this ( 
It is 
after 4 
to be in 
selling 
over te 
channe 
has alr 
tions O 
articles 
the sta 
justify 
to the 
ultimat 
A st 
founde 
house $ 
by thos 
This is 
organiz 
men fe 
which 1 
tion in 
that th 
uct 10 
ing tod 
one m 
most a 
ing, be 
nally r 
ment, 
of ho 
perma 
produc 






n who 
nvited 
0 talk 
Other 
im the 
Tation 









‘SmMan- 
Once, 
ne of 
» and 
me to 
rs her 
hat it 
selec. 
get at 
>duca- 
labors 


rd of 
















inship 
le Te- 
some 
rary, 
used 
ll ask 
T re- 
It is, 
eriod 
sell. 
: edu- 
ue to 



















limit. 
t the 
used 
ears. 
r be: 
been 
-uum 
oper 
nany 
r the 

the 
ting 
r by 
ping 



























‘astinct or habit is a very big factor 
, the buying by the women of this 
country. They realize that through 
hat shopping method better values are 
secured, and they are not prone to give 
it up. Therefore, the educational work 
having once been done on any com- 
modity or type of commodity, it is per- 
fectly natural to assume that the next 
purchase of a similar commodity will be 
from the retail store. Experience indi- 
cates that there is a very strong tendency 
in this direction. 

It is perfectly proper to assume that 
after a time commodities which have 
to be introduced by direct house-to-house 
selling will show a tendency to swing 
over to sales through the usual retail 
channels. The vacuum cleaner business 
has already given very distinct indica- 
tions of this. In other words, even on 
artices which require demonstration at 
the start, a service which will at first 
justify the housewife giving up her time 
to the direct-to-consumer salesman will 
ultimately lose its value. 

A statement has been made by the 
founder of modern large-scale house-to- 
house selling which has been overlooked 
by those who should be most interested. 
This is to the effect that he considers his 
organization a group of highly trained 
men for the introduction of products 
which require demonstration and educa- 
tion in the home. He is not at all sure 
that they will be selling the same prod- 
uct 10 years from now that they are sell- 
ing today. This would indicate that the 
one man who probably should know 
most about modern house-to-house sell- 
ig, because he is the one who is origi- 
nally responsible for its present develop- 
ment, realizes the transitory character 
of house-to-house selling as applied 


permanently to any particular type of 
product, 
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V 


We have, therefore, this economic 
basis for direct-to-the-consumer selling. 
We find that there can be, at least at 
present, no cut in costs of distribution 
through this method, and no saving in 
actual purchase price to the consumer. 

Therefore, the success of house-to- 
house selling depends entirely upon 
rendering to the customer a service 
which compensates her in her own judg- 
ment for the interruption and time given 
to the salesman. Where the article is 
one which involves merely the display 
of a larger selection or intensive sales- 
manship, the duration of the success will 
perhaps be relatively short. Where the 
article really requires considerable dem- 
onstration and education to teach its 
value to the consumer, and yet has a 
value which she is ready to recognize 
after such demonstration, the duration 
of success by this method is apt to con- 
tinue so long as any education is re- 
quired. When the public as a whole or 
in a large part becomes educated to the 
value of that product, we can quite 
safely assume that that product will very 
likely swing over to the retail store. 

This does not by any means indicate 
that house-to-house selling is going to 
disappear. It does indicate quite clearly 
that it will undoubtedly not grow to a 
much larger proportion of the whole re- 
tail business than it is at present. The 
number of articles which can be sold 
from house to house is very definitely 
limited. No house-to-house organiza- 
tion can afford the necessary intensive 
work required unless it is a product 
which can be bought by every home, or 
practically every home. Even with the 
great number of automobiles used to- 
day, the idea of selling inner tubes 
from house to house has been a colossal 
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failure. The reason is that not every 
home has a car and that those who have 
a car may not need inner tubes for a 
year or more. So house-to-house selling 
is limited to those commodities which 
can be bought by practically every home 
and at almost any time. In order to 
succeed, the salesman must average 
pretty close to one sale in every other 
home on a low-priced commodity, and a 
closely similar ratio even as he gets into 
the higher priced commodities because 
these take a longer demonstration. 

Yet within those limits we are con- 
stantly developing new products in this 
country of ours. New ideas, new 


methods, and new goods are steadily be- 
ing devised and will be devised. A cer- 
tain proportion of these will require 
demonstration. As these great house-to- 
house selling organizations abandon to 
the retailer those lines on which the 
educational work has been largely done, 
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and take over those lines which are to 
require educational work in the future 
they will continue to perform a valuable 
function in rendering a distinct service 
both to the housewife and to the 
retailer. 

We may, therefore, look forward to 
a continuation in modified form of 
house-to-house selling as a definite, 
permanent, and economically valuable 
part of distribution. It does not cut costs, 
except in so far as it renders a service 
which could not be given without greatly 
increased cost through the usual chan. 
nels. House-to-house selling is not per- 
fected and is probably not on any final 
basis. Yet with such modifications as 
may develop, there is no doubt that it 
will continue to handle a limited part of 
the retail distribution of the country, 
and in so doing perform a valuable 
function which will justify its continued 
existence. 
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of teaching. Case studies are based upon the 
actual experiences of business concerns; to 
avoid disclosure of confidential material, how- 
ever, it is necessary to disguise the names of the 
concerns. The third department, “Legal De- 
velopments Significant in Business,” has been 
added to permit a survey of the steps which are 
now being taken and which possibly should be 
taken in the future by courts and legislative 
bodies to improve the quality of the service that 
law can offer to business. The last Depart- 
ment contains critical reviews and short descrip- 
tions of new books of interest to business men. 
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SUMMARIES OF BUSINESS RESEARCH 


UNIONISM AND PRODUCTION IN THE BITUMINOUS 
COAL INDUSTRY 


A COMPARISON OF PRODUCTION IN THE UNION MINES OF ILLINojs 
AND THE NON-UNION MINES OF WEST VIRGINIA 


NE of the interesting phases of 
the organization of the bitu- 
minous coal industry today is the 

struggle between the forces of unionism 
and non-unionism. Up to 1918, the 
growth of the union was steady though 
slow, threatening to overrun the bitu- 
minous industry much as it had the an- 
thracite. Since 1918, however, and 
particularly since 1921, the tendency has 
been in the opposite direction, as shown 


in Table I. 
Introduction 


The purpose of this study is to make 
some comparisons between production 
in union and in non-union bituminous 
mines, and to point out the effect of 
unionism upon this production. The 
nature of the problem is such, however, 
that it will be impossible to isolate any 
one condition in the industry and say, 
‘This is a direct result of unionism—or 
non-unionism.”’ It must be recognized 
that production is affected by other con- 
ditions and factors, which, of necessity, 
must be considered also in their relation 
to the general scheme of things. 

To simplify the problem, two indi- 
vidual states have been selected to repre- 
sent both the union aspect of the indus- 
try and the non-union aspect. Illinois, 
producing 15% of the total coal mined 


* Adapted from a thesis in the course in Busi- 
ness Statistics by W. S. McDonald, a member of 
the 1924-1925 Student Editorial Board of the Har- 
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in the country, is the largest single state 
almost entirely dominated by union 
labor. West Virginia, on the other 
hand, producing 16% of the total pro. 
duction, is the largest single non-union 
stronghold, non-union labor now mining 
about 85% of the total tonnage of the 
state. 

It may be advisable at this point to 
point out some of the factors which ex- 
plain this situation in the two states 
under consideration. These will be 
found to have developed chiefly from 
differences in environments and types of 
labor. Because West Virginia is of a 
sparsely settled, rural, and mountainous 
nature, mine operators are under the 
necessity of importing the majority of 
their laborers from outside districts. 
They are forced to build their own com- 
munities, which, from the beginning, 
grow to be dependent upon the sur- 
rounding mines for their welfare and 
prosperity. The miner lives in a home 














TaB_Le I. GrowTH oF UNIONISM IN THE 
Cu1eF CoAL-PropucineG States* 
State 1899 1918 1921 1923 * 
Pennsylvania...... 12% 38% 29% 40 %t 
West Virginia...... 3 30 29 22 
a skckkeen sa 76 100 92 88 
Kentucky, Tennes- 
see, and Virginia.; 26 23 23 aI 
BEEN erccsecevares 55 85 78 77 
Res a ticenneed 74 89 73 74 

















* United States Coal Commission Report, 1923. These eal 
centages are based on the paid-up membership of the — 
Mine Workers of America as reported for the year em ing 
November 30 in relation to the average number of employees 
in each area as reported by the United States Geologica 
Survey. , ; 

t The increase in the figures for Pennsylvania is partially 
explained by the fact that the anthracite industry has become 
practically 100% unionized. 
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ed and owned by the company, and 


erect ‘ 
purchases his supplies from the company 
store. In the face of opposition by mine 


owners, it is very evident why the union 
does not thrive in such an environment. 

In direct contrast to the situation 
‘1 West Virginia, 47% of the mine 
labor of Illinois lives in urban centers, 
for the most part highly industrialized. 
In times of depression and lack of em- 
ployment in the coal industry, the miner 
's free to seek employment elsewhere 
and need not bow to the demands of his 
employers. It is customary for the 
operator to own nothing but the coal 
reserves and the land immediately ad- 
jacent thereto, with the result that, in- 
stead of the miner being dependent upon 
the operator, the operator is virtually 
dependent upon the miner. Such a con- 
dition provides fertile soil for the 
growth and spread of unionistic princi- 
ples and explains why Illinois, since 
1898, has been almost completely union- 
ized. 

For a number of years, there has been 
concerted action on the part of the 
United Mine Workers of America to 
unionize the non-union coal fields. This 
action has met with determined resis- 
tance on the part of the operators in 
those regions, with the recent success 
already indicated. In this drive for 
unionism, the operator of union fields 
has been charged, and rightly so, with 
lending support to the union organiza- 
tion. Recognizing the advantage which 
the non-union operator has in the mat- 
ter of labor costs—during periods of 
slack demand he is able to cut wages 
when and as he chooses—the operator 
of union fields is willing to unite himself 
with any force whose efforts are directed 
toward the elimination of this unfavor- 
able differential. 
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Trends and Fluctuations 


An examination of the trends and 
fluctuations in coal production in the 
two states under survey reveals two 
principal points of comparison. Refer- 
ring to Chart I, which depicts the long- 
time growth or secular trend in each 
state, the first outstanding contrast is 
the fact that the producion of West 
Virginia, during the entire period, has 
increased at a faster rate than that of 
Illinois. Before 1909, with the excep- 
tion of one year, the production of IIli- 
nois exceeded that of West Virginia. 
Since 1909, the latter has taken the 
lead, although in the boom years of 
1917, 1918, and 1920, the margin of 
difference was small. (It is interesting 
to note at this point that these three 
years were relatively free from labor 
troubles—at least as far as major strikes 
are concerned—indicating the effect of 
prosperity on Illinois production.) 

The second outstanding point of com- 
parison is the fact that West Virginia 
production has shown the least fluctua- 
tion, the rate of increase having been 
approximately constant up to 1916. The 
fluctuations of Illinois production, on 
the other hand, have been wide and 
erratic, rising to high levels during the 
boom years only to decline as strikes 





| Chart 1 

| BITUMINOUS COAL PRODUCTION 

| ene aed Long-Time Trend, 1900 - 1924* 
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Chart If 
BITUMINOUS COAL PRODUCTION 
Cyclical Fluctuations, 1913-1925 
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and unfavorable competition with non- 
union fields resulted in a loss of markets. 

Independent of long-time growth and 
seasonal influences, there are certain 
fluctuations which are the natural result 
of the “rise and fall” of business pros- 
perity commonly known as the “business 
cycle.” Chart II attempts to portray 
these fluctuations in a more emphatic 
way; long-time growth and seasonal 
influences having been eliminated from 
the series. Here it becomes more evi- 
dent that Illinois production fluctuates 
more widely than West Virginia pro- 
duction. In periods of prosperity, the 
former rises far above the normal, and 
in periods of depression, sinks to a point 
far below. The fluctuations of West 
Virginia, while occurring as frequently, 
vary, nevertheless, considerably from 
the normal. (Again it is interesting to 
note that the years 1914, 1916, 1919, 
and 1922, in which Illinois production 
drops almost out of sight, were strike 
years in the union fields.) 

In seasonal variation (Chart III) the 
same situation appears, although to 


* Contrary to natural expectation, West Virginia 
production is above normal during May, June, 
July, and August. The higher quality of coals of 
that State—to which later reference is made— 
command a more steady demand throughout the 
year. In addition, the coals of West Virginia are 
of such a nature as to permit storage in large 


a less marked degree. The abnor. 
mally low production in Illinois during 
the summer months is due chiefly to the 
natural lack of demand at that season, 
partly to the fact that labor strikes gen. 
erally have occurred at that time of 
year.’ 


Causes for Difference in Fluctuation 


In seeking an explanation of the situa- 
tion pointed above—namely, that West 
Virginia production, dominated by non. 
union labor, has increased at a faster 
rate and with less fluctuation than Illi- 
nois production—it must be remembered 
that there are a great many factors 
which enter into the case, the labor fac- 
tor being just one of them. Since the 
principal concern here, however, is with 
the latter factor, other influences will be 
passed over with a brief discussion. 

It may be stated, in the first place, 
that the amount and extent of coal re- 
serves in each state bear no relation 
to the long-time growth or periodical 
fluctuations in production. Both states 
have, apparently, an inexhaustible sup- 
ply of coal underground. One estimate 
states that in West Virginia alone there 
were, originally, 60,800 million tons 
available, of which but 2% had been 
mined up to 1922. The reserves of Illi- 
nois, if anything, are larger than those 
of West Virginia. With regard to 
variety and quality, however, there is a 
different story. West Virginia has a 
wide variety of fuels adapted to every 
conceivable need — from _ high-grade 
quantities, while Illinois coals have a tendency to 
slack upon exposure to the weather for any length 
of time. In the summer months the operators of 
West Virginia ship their product to the storage 
docks at the head of the Great Lakes. By this 
means they are able to even off production which 


otherwise would fall far below normal for this 
season. 
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steam, gas, and coking coals to high 
volatile splint and cannel coals. The 
quality, in general, is far superior to that 
of Illinois coals, the super coals found 
‘1 New River and Pocahontas fields 
being considered among the best in the 







country. y 
In these facts, we have a partial ex- 


planation of the situation described. 
Greater variety and better quality natu- 
rally‘;command wider and more stable 
markets, particularly where these attrib- 
utes are supported by lower production 
costs. Not only do they command wider 
and more stable markets, but where the 
demand for coal in the long course of 
events increases, the producers of qual- 
itv or variety coal are sure to get more 
than their proportionate share of this 
new demand. Furthermore, West Vir- 
ginia coal is more accessible. Since the 
region is chiefly mountainous, entrance 
to the veins is generally made through 
the side of the mountain. As a result, 
the majority of mines are drift mines. 
In contrast, most of the coal of Illinois 
must be brought to the surface by shaft 
mining, a more costly and laborious 
method, approximately 90% coming 
from seams reached by shafts175 to750 
ieet deep. In view of the greater acces- 
sibility of coal in West Virginia, oper- 
ators in that territory can regulate their 
production more accurately to current 
demands. It costs less to open a new 
mine in periods of prosperity and costs 
‘ess to shut down and maintain a non- 
productive unit in times of depression, 
when the bulk of the mining is done by 
the drift method. 

_ Another extraneous factor in the case 
that of railway car shortages. Of the 
‘tates under consideration, the West 
Virginia section is more prone to suffer 
g ‘0m this phenomenon. In the first place, 
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it is farther from the large north-cen- 
tral, northeastern markets, a very 
small proportion of the total tonnage 
being delivered by the original carrier. 
As a result, during a car shortage, the 
railroad which taps the mine fields finds 
it difficult to secure the return of its cars, 
other roads preferring to pay the rental 
on them in order that they may be used 
to handle their own excess of traffic. In 
the second place, West Virginia is served 
by only four important railroads, a fac- 
tor which places it at an extreme disad- 
vantage in competition with regions with 
more highly developed transportation 
facilities. 

Illinois, on the other hand, is just such 
a region, being the center of a great 
number of trunk lines and local systems. 
A large proportion of its coal tonnage is 
delivered by the original carrier, with 
the result that more cars are available 
in times of congestion, giving Illinois 
operators the opportunity of increasing 
production to a far greater degree than 
is possible in West Virginia. This con- 
dition partially explains the abnormally 
high swings of Illinois production in 
relation to West Virginia, since car 
shortages, adversely affecting the latter, 
occur always in the throes of great busi- 
ness activity when the stage is set for 
maximum coal production. 
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Chart 1V 
BITUMINOUS COAL PRODUCTION 
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It is now possible to discover what 
effect, if any, labor conditions and par- 
ticularly unionism—for all labor condi- 
tions are closely allied with union rela- 
tions where the union is as strong as 
in this case—have on the fluctuations 
which have been discussed. The degree 
to which strikes and labor shortages 
enter into the production situation in 
Illinois and West Virginia is depicted in 
Chart IV. It is scarcely necessary to 
point out that in every year, with the 
exception of 1924, Illinois mines have 
lost more time than West Virginia due 
to these causes. Hardly a year has 
passed, with reference to the former, in 
which the sky has not been clouded with 
strike threats and actual walkouts af- 
fecting a considerable group of men. 
The effect of the national strikes of 
1919 and 1922 is clearly depicted, not 
only in the larger percentage of idle 
time due to labor trouble, but also in 
the larger percentage of mine capacity 
utilized in West Virginia at these times. 

More deeper analysis will clarify the 
situation. During the period from 1890 

*Figures to 1919 from Report of United States 


Coal Commission. Since 1919, United States Geo- 
logical Survey. 


*Weekly Coal Reports, United States Geological 
Survey. 


*The fact that averages have been used here 


to 1923 West Virginia mines operated 
an average of 212 days per year, 
more than the 196-day average in lj. 
nois mines.* It is, of course, impossible 
to tell to what extent unionism js respon. 
sible for this difference. The following 
figures are more to the point. From 
1905 to 1914, Illinois mines sustained 
an average annual loss of 25 days due to 
strikes, as compared with 2 days in Wes 
Virginia. Realizing that the two periods 
are not the same, one may see that the 
significance of these figures, if any, lies 
in the fact that the advantages accruing 
to Illinois as a result of other factors! 
hardly offset the disadvantages result. 
ing from union troubles. 

A further statement involving only 
Illinois will serve to emphasize the 
point. It may be recalled that, prior 
to the war, wage agreements between 
the operators and miners in the bitu. 
minous industry were made in the even 
years, to last generally for two years. 
Labor friction, for this reason, was 
greatest during the years in which these 
agreements were drawn up. Through- 
out the five years, 1906, 1908, 1910, 
1912, 1914, Illinois mines operated 
an average of 121 days. Of the 
remaining working days, 47 were lost by 
reason of strikes. During the five odd 
years, 1905, 1907, 1909, 1911, 1913, iM 
which the wage contract and other con- 
troversial questions did not come up for 
discussion, an average of 139 days were 
worked. Of the remaining possible 
working days, only 3 were lost because 
of strikes. 

This comparison is perhaps the most 


minimizes the danger of a false comparison. 


* If Illinois operators lose an average of 23 4278 
more than West Virginia operators, due to strikes, 
at the same time losing in the aggregate, due © 
all causes, only 16 days more, it follows that they 
lose 7 days less due to causes other than strikes. 
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striking of all for the present purpose, 
amely, demonstration of the effect of 
nionism on production. The years 1913 
and 1914 may be taken as typical of the 
ontrast, the situation being clearly por- 
raved in Chart I]. While in 1913 pro- 
juction in Illinois hovered consistently 
around normal, that of 1914 was subject 
to violent fluctuations. During March, 
t attained an abnormal height in antici- 
pation of curtailed production due to 
labor difficulties. The expiration of the 
previous agreement on April 1 precipi- 
tated a drop in that month which is to be 
explained by no other cause than the 
subsequent layoff pending a resumption 
of negotiations. 


Conclusion 


From the very beginnings of the in- 
dustrial and trade union movement, the 
tendency has been for those who count 
themselves out of the great body of in- 
dustrial wage-earners, to deprecate the 
union, no matter what form it has taken 
or what principles and aims it has spon- 
sored. This tendency is but natural in 
the light of the history of unionism, 
when it is realized that since the intro- 
duction of voluntary associations of 
workers for collective bargaining the 
main union weapon has been force and 
violence. And yet, while the employer 
and the public have suffered in the past 
irom the activity of labor unions, the 
wage-earners themselves have found 
therein a means of improving their own 
station in life and standard of living. 
Let this formula be applied to the spe- 
cine instance of the bituminous coal in- 
dustry in an endeavor to discover its 
truth or fallacy, 

No doubt the employer in the union 
bituminous coal regions of the country 
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TaBLeE II. Tonnace Rates ror Pick 
MINERS, 1910-1923 











Year Illinois West Virginia 
BONDS ig 6665.66.66 60s Cees nevese<s 58 39 
ES ihe d ond codwennscccesiees 58 39 
BOE. cccsccccccvcscssccccccces 61 42 
Sh onde bed nck kes 9éneeeence's's 61 43 
Bi 6 6.60006 6h00 6 cc crcteseeecs 61 44 
Si need dbus +e cncdeeedaee 4 61 43 
ES ae OF eee ee ee 64 7 
BI od bo co o00 04 0 ccnkieegnsee 84 2 
Seu tebe es tor or 0,0044> 60ueas 84 70 
ere sa re 95 70 
Pes ovo dbs-cksocetes ovaseuete 108 81 
ln 6-0eéetiede<rsoineticnaoed 108 85 
BGs cdsusgevecessebeusecdiounse 108 85 
SOBs 600 bs hark beseeresesenetes 108 87 











has suffered from unionism. His dif_i- 
culties become most apparent when his 
situation is compared with that of the 
non-union operator, particularly with re- 
gard to the cost of labor. Wages con- 
stitute approximately three-fourths of 
the total mine cost of coal. In this factor 
alone, the union operator produces at 
an enormous disadvantage with regard 
to his competitor. 

Not only in the actual difference in 
wages does the disadvantage lie. In ad- 
dition, the union operator is unable to 
regulate wages from time to time to 
changing coal prices. It will be noted’ 
that Illinois pick miners’ wages have 
steadily advanced since 1910, no single 
decrease being evident, while West Vir- 
ginia wages have fluctuated up and 
down, representing the ability of the 
non-union operator to regulate labor 
cost to current conditions in the indus- 
try. Furthermore, greater irregularity 
of production as a result of strikes 
means additional greater costs for the 
union operator. More frequent shut- 
ting down and reopening of mines and 
the maintenance of those which are 
temporarily non-productive, constitute a 





*The difference may be visualized in Table II, 
above, which compares the tonnage rates for pick 
miners in the two fields from 1910-1923, this class 
being taken as representative of the entire wage 
scale. 
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heavy burden on the operating costs of , 


the union operator. This burden falls 
hardest during periods of curtailed pro- 
duction, at the very time when competi- 
tion in the industry is keenest. 

Similarly, there is little doubt that 
the public has suffered from unionism in 
this industry. Strikes are a most fre- 
quent cause of high coal prices and coal 
shortages. While the blame for labor 
walkouts cannot be placed solely on the 
heads of the laboring class, this condi- 
tion, nevertheless, is the direct result of 
the institution of “unionism.” 

From the viewpoint of the miner, can 
it be said, that however much the public 
and operator suffer from unionism, he is 
much better off by reason of his union 
affliations—or is unionism, in this case, 
the “ill wind that blows nobody good ?” 
Undoubtedly, the union miner has im- 
proved his condition through the ac- 
tivity of his union. The very threat 
of a union backed by great financial re- 
sources is sufficient to put the operator 
on his guard, to bring to him the reali- 
zation of a collective bargaining power 
opposed to his own which threatens ruin 
to his business. And yet, in all its 
aspects, the union cannot be considered a 
blessing to the miner. The non-union 
miner of West Virginia receives an 
average smaller day wage than his 
brother in the Illinois fields, but, owing 
to the greater number of days worked 
in the year, probably receives an aggre- 
gate sum, equal, if not superior, in pur- 
chasing power to the sum of the Illinois 
miner’s yearly wage. In addition, he 
has the assurance of a more steady job 
and more stabilized working conditions, 
which, to the majority of industrial 
workers, is a condition more to be 
sought than higher wages. 
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Perhaps the unfavorable conditions 
falling to the lot of the union miner are 
not attributable to the union as such 
but rather to a misdirection of its aims 
and motives. This being the situation 
the common stigma attached to unionism 
may be blamed on the leaders of the 
union. Aside from all this, however 
the strike is a pernicious method of fore. 
ing the demands of a laboring group 
upon its employers. It hurts the oper. 
ator; it hurts the public; and, not the 
least, its hurts the strikers. It is impos. 
sible to conceive of results from a six 
months’ strike so favorable as to offset 
the misery and privation which fall to 
the lot of the striker and his family dur. 
ing the period of the strike. And yet itis 
not the intention here to deprecate the 
union as such, and the methods em. 
ployed to enforce its demands. On the 
other hand, the situation which makes 
possible—in fact, demands—the exis. 
tence of unionism in the coal industry as 
it is today, the situation which is respon- 
sible for its motives and its actions, is to 
be deplored. That situation is charac. 
terized by a complete lack of sympathy 
and understanding between the major 
parties affected. Unionism can be, a 
proved in other industries, a power for 
unalloyed good, a condition possible 
only where faith and confidence pervade 
labor relationships. 

In the bituminous coal industry, we 
have an excellent opportunity of com 
paring the conflicting principles and op- 
eration of unionism and non-unionis™. 
To be sure, conditions are not precisely 
the same in the two sections selected as 
representative of each. This fact, how 
ever, should not make the comparison 
worthless, inasmuch as it deals with 
types of workers substantially alike. 
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CASE STUDIES IN BUSINESS 


PLANNING THE METHODS OF DISTRIBUTION 
FOR A NEW PRODUCT 


for retail distribution is neces- 

sary before any practical plans 
for marketing can be devised. The 
patronage motives and buying habits of 
the consumer largely determine this 
classification, and, what is more, the 
best method of distribution to be 
followed. 

The following cases’ present a study 
of the principles governing the distri- 
bution of products partaking of the 
nature of a fad or a novelty. 


(Cor retail distr of an article 


Basis of Classification 


One recognized classification of prod- 
ucts for retail distribution is a division 
into convenience, shopping, and _ spe- 
cialty goods. 

Convenience goods are those custom- 
arily purchased at easily accessible 
stores. The customer decides to buy 
as soon as the need is felt; prompt sat- 
isfaction of the want is desired. Usu- 
ally the unit price is too small to justify 
going out of the way to obtain some 
particular brand or to trade at one 
special store. Convenience in purchase, 
not convenience in use, is the criterion. 
Substitution of another brand is almost 
certain if the one asked for is not on 
sale when and where the customer 
wants it. Purchases are frequent be- 
cause of the more or less constant use 


; The material of the Cardiff Company case was 
taken trom Problems in Marketing, by Professor 
Melvin T. Copeland, A. W. Shaw Company, Chi- 
cago, 1923. 








of such goods. Most groceries (except 
fancy goods), drugs, toilet articles, and 
household supplies are convenience 
goods. 

In the case of shopping goods the 
consumer wishes to compare prices, 
quality, and style in several stores at 
the time of purchase. The temporary 
deferment of purchase affords time for 
“shopping around.” The typical shop- 
ping institution is the department store 
which is ordinarily located in some well- 
defined shopping district so as to assist 
the shopper in making comparisons 
conveniently. Women’s purchases pre- 
dominate in the shopping goods class, 
inasmuch as the shopping habit is de- 
veloped more strongly among women 
than it is among men. Women’s wear- 
ing apparel, dry-goods, toys, and nov- 
elties are examples of this class of 
product. 

Specialty goods have some particular 
attraction other than price. The cus- 
tomer makes the purchase without as 
much comparison as in the case of shop- 
ping goods. The nature of the goods 
to be bought and the store in which the 
purchase is to be made are, to some 
degree, determined in advance. Quite 
frequently the customer is willing to 
experience some inconvenience in order 
to obtain an article of some favorite 
brand or quality, or to trade at one 
special store. 

Necessarily there is some overlap- 
ping of these three classes. The dif- 
ference is one of degree rather than of 
kind. The distinction, however, is clear 
enough to help formulate definite mer- 
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chandising plans which differ according 
to the type of goods in question. 

Convenience goods require dense dis- 
tribution so that they will be convenient 
to all possible buyers. Shopping goods 
should be distributed through the prin- 
cipal department stores and other shop- 
ping institutions. Specialty goods re- 
quire selected retail distribution so that 
particular buying motives such as qual- 
ity, service, and dependability may be 
emphasized. 


The Cardiff Company 


In 1921 the rise of the fad for cro- 
cheting purses, hand-bags, and other 
small articles out of twine, secured an 
opportunity for the Cardiff Manufactur- 
ing Company, producers of jute twine, 
to extend a hitherto inelastic market. 

The bulk of the company’s sales had 
been made directly to large users, such 
as rug manufacturers and the United 
States Post-Office Department. Further 
distribution had been obtained through 
wholesalers who sold to retail station- 
ers. None of the products of the com- 
pany ever had been branded, and the 
Cardiff name was practically unknown 
to consumers. Demand for packing 
twine had been distinctly inelastic, and 
it had been possible to estimate the an- 
nual consumption in advance with a high 
degree of accuracy. It was evident that 
the Cardiff Manufacturing Company 
had been securing its full share of busi- 
ness in open competition with other 
manufacturers of similar products. 

During the summer of 1921 a quan- 
tity of ordinary jute twine was dyed 
various colors as an experiment. This 
twine was sold to two wholesalers cover- 
ing cities in New England. Shortly 
afterward orders for more colored 
twine were received from these whole- 
salers, and more dyed twine was made 
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to fill the orders. Then additional or. 
ders for the item came in, and whole. 
salers inquired whether a wider variety 
of colors could be obtained. A repre. 
sentative of the company made an in. 
vestigation in the cities covered by these 
wholesalers and found that the colored 
twine was being sold to women for cro. 
cheting bags and other small articles, A 
variety of shades and colors were s. 
lected and balls of crochet twine made 
up with a Cardiff trade-name band 
around each. Specialty salesmen were 
employed by the company to call on de. 
partment stores in New England to 
secure orders for Cardiff Crochet 
Twine. Shipments were made directly 
by express as soon as orders were re. 
ceived, but wholesalers were allowed 
their usual commissions on the sales. 
At the factory a designing department 
was established to work up samples of 
various articles which might be made 
with the twine. 

In order to build up a large demand 
for Cardiff Crochet Twine for the 
Christmas season, the Cardiff Manufac- 
turing Company employed an advertis- 
ing agency and appropriated $40,000 to 
be spent during the 10 weeks remaining 
before Christmas. The demand spread 
rapidly in New England cities, and so 
much business was secured that the Car- 
diff Manufacturing Company began 
making plans to extend this branch of 
its business so as to secure national dis- 
tribution of Cardiff Crochet Twine. 


Developing a Market for a Fad 


The article in question, colored twine, 
has no great inherent utility. In addi- 
tion the results of its preliminary sale 
through the two wholesalers seemed to 
show that it was bought on the spur of 
the moment, as something attracting the 
tancy. Where this factor of novelty 's 
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combined with an entire lack of utility, 
t can safely be said that the article is a 
fad, and as such, it will fall in the class 
of shopping goods mentioned above, be- 
cause to be successful its distribution 
must be through those stores located in 
the central shopping districts. 

The problem confronting the com- 
pany was, therefore, one of deciding 
whether to continue distribution through 
wholesalers, or to establish a showroom 
and sales ofice in New York City to 
attract orders from department-store 
buyers visiting the city. 

This new market which the Cardiff 
Company proposed to develop was 
clearly the result of a fad. As such it 
was sure to be temporary with a rather 
sharp sales peak. In general the vol- 
ume of sales increases rapidly as a fad 
approaches its height of popularity, and 
falls off abruptly soon after the market 
has been covered. As the fad grows, 
the people who originally took an inter- 
est in it shift to something else to be 
distinctive. Except in rare cases, the fad 
will be short-lived; something else will 
come in to take its place. 

Confronted by this temporary de- 
mand, the Cardiff Company would not 
be justified in undertaking to secure 
national distribution of its colored twine 
through wholesalers. The fad might 
have spent itself before such distribu- 
tion could be perfected. The manufac- 
turer must get into the market quickly 
by direct contacts so as to be in a posi- 
tion to take advantage of the peak de- 
mand which develops so rapidly. 

One of the best as well as most eco- 
nomical means of accomplishing this end 
's to establish a showroom and sales of- 
ice in New York, Chicago, and other 
jobbing centers in order to attract or- 
ders from department-store buyers visit- 
ing these cities. Certain leading depart- 
ment stores in one district introduce a 
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fad. Once the fad has been developed 
by these leading stores, other retailers 
will find it necessary to satisfy the newly 
created demand. Soon this demand 
spreads, first to other large cities, then 
to the more remote districts. Country 
dealers, upon learning of the fad and 
sensing the growing demand, will not 
wait to be solicited by salesmen but will 
seek out the source of supply. In this 
manner a temporary market may be suc- 
cessfully supplied through the initiative 
of the dealers backed by the popular de- 
mand of the consumers. A permanent 
distributing organization is not needed 
because there will be few repeat sales. 
In any case, inventories must be reduced 
after the fad begins to lose momentum, 
to prevent losses on what will become 
an unsalable stock. 


Beaton and Company 


Beaton and Company, importers, in 
May, 1924, secured the exclusive im- 
port and sales rights for the United 
States and Canada to a recent French 
invention, the Etoile, said to be the 
smallest phonograph in the world. The 
contract provided for the purchase by 
Beaton and Company of 10,000 ma- 
chines yearly. It could be terminated by 
the inventor at the end of any three- 
year period if, within any one of those 
periods, 30,000 machines were not taken 
by the importer. It could be terminated 
at one year’s notice by Beaton and Com- 
pany. 

By the latter part of November, 1924, 
the company had not decided whether 
to distribute the Etoile through whole- 
salers or retailers, nor the type of retail 
distribution to use. A first shipment of 
300 phonographs was due to arrive in 
New York for the Christmas trade. 

The Etoile had been invented and 
patented in the spring of 1923, but was 
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not put on the market in France and 
England until June, 1924. At first sight 
it resembled a small vanity box. The 
perfected Etoile weighed about four 
pounds, including the carrying case, 
which was two by four by eight inches; 
it was made of wood and covered with 
leather. The machine was equipped 
with a high-grade Thorens spring motor 
manufactured in Switzerland, and was 
pronounced reliable in every respect by 
an American company. It was designed 
to play a 10-inch or 12-inch record with 
one winding. The solid construction 
which enabled it to withstand hard 
usage assured a good quality of tone by 
eliminating vibration. 

The reproducer was so constructed 
that it would play not only the Victor, 
Columbia, and all other similar records, 
but also Pathé and Edison records. This 
versatility was obtained by merely turn- 
ing the reproducer to the right or left. 
The horn was fitted to the reproducer 
by a rubber connection which prevented 
any mechanical and harsh sounds, and 
absorbed disturbing vibrations. The ma- 
chine could be assembled in two min- 
utes. Patents covered the machine as a 
whole as well as some of the parts; the 
name was trade-marked. All parts ex- 
cept the motor were made in Paris, and 
the machine was assembled there. 

In June, 1924, when the Etoile was 
first sold in France, it had one com- 
petitor, the Carolphone, which was a 
slightly larger machine, weighing about 
§ pounds, and was constructed more 
cheaply. It did not play Pathé or Edi- 
son records. The Carolphone, manu- 
factured in England, was distributed in- 
discriminately through any retailer who 
could be induced to stock the machine. 

The English and French sales rights 
to the Etoile were in the hands of a 
large stationery and novelty chain-store 
company which distributed the machine 








through its own salesmen directly to re. 
tailers. It refused to sell to ordina 
phonograph retailers or to stores likely 
to cut prices. It restricted distribution 
to high-grade music stores, the best sta. 
tionery and novelty shops, department 
stores, and its own branches. Ninety 
per cent of the sales were made in Paris 
and London, in large part to American 
women tourists. 

Billboard posters featured the Etoile 
as ‘the smallest phonograph in the 
world.” The machine was the topic of 
conversation at restaurants and at other 
places where people discussed the things 
that took their fancy. The price was 
low, the music was reasonably good, and 
the machine was, moreover, a real 
phonograph. It fulfilled the desire of 
American tourists to bring home some. 
thing “French.” 

The new machine would cost approxi- 
mately $14 landed in New York. This 
figure assumed the use of the highest 
quality materials throughout. Retailers 
and wholesalers, when _ interviewed, 
stated that in their opinion the new ma- 
chine could be sold at a price between 
$25 and $35 to the ultimate retail 
purchaser. 

Beaton and Company found two con- 
petitors in the United States. The 
Carolphone, introduced about three 
months previously was as yet sold only 
in New York City. It was distributed 
indiscriminately as in Europe and sold 
for $25 retail. A heavy sale of these 
machines to the Christmas trade in New 
York was anticipeted. An extensive ad- 
vertising campaign to pave the way for 
national distribution of this phonograph 
was to be launched after Christmas. 

The other competing phonograph 
sold for $12.50. It was advertised in 
riewspapers and was distributed by mail- 
order houses. It was not considered a 
serious competitor, as it was of inferior 
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quality and was looked upon as little 
more than a toy. 


Distribution of a Novelty 


Beaton and Company faced the prob- 
em of arranging proper methods of dis- 
tribution and of establishing a demand 
for the new phonograph. 

An analysis of the product, its pos- 
sible appeal to customers, and the prob- 
able future of its market is essential for 
developing proper methods of distribu- 
tion. The Etoile, like the colored twine, 
at least at the present, is unique. Its 
French origin and its resemblance to a 
vanity case, characteristics which differ- 
entiate it from other phonographs, will 
take the fancy of the buyer. At the 
same time, because of its handiness and 
good performance, it possesses intrinsic 
utility. For the purposes of this discus- 
sion it may be called a novelty—an ar- 
ticle which not only appeals to popular 
fancy but which also has utility. A fad, 
on the other hand, may be said to be 
an article which, while appealing to a 
popular fancy in a similar manner, lacks 
the element of utility. 

In order to capitalize the sudden pop- 
ularity of a novelty, distribution as in 
the case of a fad should be through 
shopping institutions where large buying 
groups may be reached. At first, the 
motive for purchasing the machine will 
be the desire to be distinctive, to have 
something new, something different; as 
more and more machines are sold, this 
motive of distinctiveness will be replaced 
by one of emulation, the desire to have 
something which others already have. 

In short, Beaton and Company should 
at first follow methods of distribution 
similar to those adopted in marketing a 
‘ad (see discussion under Case of Car- 
diff and Company). In marketing either 
a iad or a novelty rapid distribution is 
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essential. The promptly increasing de- 
mand dve to growing popularity must 
be capitalized immediately in order to 
secure a share of a market which may be 
of short duration. Marketing through 
wholesalers so as to cover a wide terri- 
tory might do for a shopping goods 
with an already existing demand, but it 
is too slow for a novelty. In the latter 
case, direct distribution is required, and 
should be secured by selling to high-class 
department stores and leading novelty 
shops in strategic centers. Such stores 
are the leaders in taking up the distribu- 
tion of a novelty or of a fad because of 
their prominence as shopping institu- 
tions. The Etoile should be sold directly 
to buyers of these stores who visit the 
large jobbing centers. It would also be 
wise for Beaton and Company to ac- 
quaint desirable stores with the Etoile 
by direct-mail circulation. In this way 
the whole market may be quickly cov- 
ered at the opportune time. As the 
popularity spreads, demand may over- 
take supply, and the initiative of buy- 
ers may make a sales organization tem- 
porarily unnecessary. 

The utility of the Etoile may be a 
source of a permanent demand for the 
article. A reliable motor, durable con- 
struction, good tonal quality, convenient 
size, and handiness are features which 
would tend to make of it a lasting thing, 
fulfilling a permanent need. A small 
market probably exists among people 
desiring it for gift purposes, who search 
for something different ; among campers, 
tourists, and boating parties it will be 
popular because of its handiness; and 
all others desiring a portable phono- 
graph will be interested. 

After the peak of the product’s popu- 
larity has passed, sales may fall off more 
gradually because of its inherent utility 
than in the case of a fad which makes 
no appeal other than that of being novel 
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and unique. Enough of a demand may 
remain to cause the article to enter the 
specialty goods class. This, however, 
cannot be determined in advance. It 
depends on two factors—the character 
of the product itself, and its reception 
by the buying public. It is necessary to 
test the market through actual distri- 
bution. 

If a permanent market should de- 
velop, restricted distribution as a spe- 
cialty good would be desirable because 
of the different buying motives to which 
appeal must be made. Emulation and 
popular fancy would give way to special 
qualities or attributes of the phono- 
graph itself, or of the store in which 
it might be sold. A reputation for the 
good service, excellent quality, and fair 
price of the Etoile would be developed 
best by distributing it through carefully 
selected retailers. Indiscriminate dis- 
tribution or even wide distribution 
through shopping institutions does not 
insure the manufacturer or importer of 
active dealer cooperation, because 
under that plan every one handles the 
article although but few take a vital 
interest in it. Aggressive sales effort 
may best be promoted by means of care- 
fully selected retailers. 

In the final analysis, in order to sat- 
isfy the popular demand for a novelty, 
distribution should be similar to that 
for a fad; later, to satisfy the per- 
manent demand which may develop, 
distribution should be through selected 
retailers. 

Even though the Etoile may possibly 
develop a permanent market it is best to 
begin distribution by selling directly to 
a large number of retailers so as to get 
the product on the market quickly. As 
long as there is a strong possibility that 
a permanent market may not develop, 
extensive plans for permanent distribu- 
tion as a specialty good are inadvisable. 
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At the same time, when distribution of 
such a novelty is initiated, even though 
it is to be of the rapid, temporary type, 
direct to retailers, it should partake of 
a greater degree of selection than that 
employed in the case of a fad where de. 
mand is doomed to die. If not, it may 
prove to be very difficult to develop 
selected retail distribution for a spe- 
cialty good later on if demand justifies 
such a step. The best dealers may not be 
available when that time comes, because 
competitors may have secured their 
services. Also, a heavy loss in sales 
may result in the transition from wide 
to selected distribution. Such a loss re- 
sulted when selected distribution for 
automobile tires supplanted distribution 
through dealers chosen indiscriminately. 


General Points of Significance 


In marketing a fad which is known to 
possess no permanent market, it should 
be the manufacturer’s aim to get into 
the market quickly to capitalize on his 
product’s popularity, and then to with- 
draw as quickly, without undue loss or 
expense, when demand falls off. 

In marketing such a product as the 
Etoile phonograph, a novelty which 
possesses the possibility of developing 
a permanent demand, rapid distribution 
direct to retailers should be the starting 
point; but some degree of selection of 
these retail outlets should be exercised 
with a view to developing carefuily se- 
lected retail distribution later on if the 
product should become a specialty goods 
with a permanent market. If this pro- 
cedure is not followed in the case of a 
novelty, the residual permanent demand 
may not be fully exploited because, with 
wide indiscriminate retail distribution, 
no one retailer will have sufficient inter- 
est in the product to merchandise it in 
an aggressive manner. 
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RATES ON FREIGHT IN CONGESTED AREAS 


|. Warenne Railroad—Extension of the 
Scope of a Switching Charge 


served by two railroads, the 

Warenne and the Caronia, and 
there were two freight stations in the 
city limits which were three miles apart. 
At the Lombard Street station, which 
was served jointly by the two roads, the 
Warenne Railroad did the switching for 
the Caronia Railroad. The Martin 
Street station was served by the 
Warenne road only. 

The Langdon Company had a galva- 
nizing plant within switching limits of 
the Lombard Street station. In April, 
1924, it contracted to receive 4,500 tons 
of steel sections from Belgium for gal- 
vanizing and reshipment to Ohio; but 
before reshipping this material, it 
wished to transfer it from the Lombard 
Street plant to a point in the vicinity of 
the Martin Street station for storage. 
It therefore requested the Warenne 
Railroad to grant a rate of $8.10 per 
car for this movement, this figure being 
the switching charge for the district on 
that road. This charge was quoted to 
take care of freight moving between the 
industrial sidings on one road and the 
tracks of the other in connection with 
road movement. 

The material was to arrive at two 
waterfront stations, one of which 
belonged to the Warenne Railroad and 
the other to the Caronia Railroad. The 
material which arrived at the Warenne 
waterfront station would be hauled by 
a roundabout route to the Lombard 
Street station. The railroads in Gibson 
discouraged intracity movements be- 
cause of the difficulty and expense 
caused by congestion. They preferred 
to use roundabout routes or to allow 


TT eastern city of Gibson was 


the traffic to be moved by truck. 

The rate for the movements from the 
waterfront stations to the Lombard 
Street station was in each case 6 cents 
per 100 pounds, and with a few excep- 
tions not important in this discussion, 
this was the lowest rate in effect for 
the intracity movement of any com- 
modity. There was, however, a rate of 
76 cents per ton (3.8 cents per 100 
pounds) in force for a 5-mile haul of 
locomotive stokers in carload lots, the 
prescribed minimum being 40,000 
pounds. 

The general freight agent of the 
Warenne road, when the request was 
made, at first refused not only the rate 
of $8.10 per car, but also the rate of 
76 cents per ton, because he feared that 
even the latter would be too much out 
of line with local rates. The division 
freight agent, however, investigated the 
situation. He found that if a reduction 
below the rate of 6 cents per 100 pounds 
were not granted, the Langdon Com- 
pany could store the material at the 
Lombard Street plant, but that if they 
did so the rival Caronia Railroad would 
probably obtain the outbound haul, as 
the Langdon Company would not be 
well disposed toward the Warenne road 
as a result of its refusal to grant the 
reduction. He was told that the Lang- 
don Company could truck the material 
from the plant to the storage space near 
Martin Street for 4% cents per 100 
pounds, but that it probably would not 
do so, in order to avoid giving the out- 
bound haul to the Warenne road, the 
only road serving Martin Street. As a 
result of his inquiry he recommended 
that a rate of 76 cents per ton should 
be granted, so that the Warenne Road 
would later obtain the outbound haul 
from Martin Street to Ohio. 
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The general freight agent considered 
that the securing of the outbound haul 
was of more importance than the dis- 
turbance of local rates, and he, there- 
fore, ordered that the rate of 76 cents 
per ton be applied to the movement 
from Lombard Street to Martin Street. 
The rate became effective in July, 1924. 


II, Mount Pleasant Railroad 
Reduction of a Rate on Steel Bars 


The Andee Manufacturing Company, 
a steel-making corporation, had a dis- 
tributing plant at Jackson, an outlying 
section of a large eastern city. It re- 
quested the Mount Pleasant Railroad, 
which served its plant at Jackson, to 
reduce the rate on steel bars in carloads 
between Jackson and Elm Street 
Wharf, from which it wished to ship 
bars, from 6 cents to 5 cents per 100 
pounds. In its request the company 
stated that a rate of § cents per 100 
pounds applied from Jackson to Central 
Avenue, a distance of 10.1 miles. Elm 
Street Wharf was intermediate between 
Jackson and Central Avenue, and was 
8.8 miles from Jackson. 

The distances as given by the Andee 
Manufacturing Company were by a belt 
line which ran along the river front of 
the city. The volume of freight traffic 
which moved over the belt line was 
heavy, and, when it was possible, the 
railroad routed traffic around the central 
part of the city over lines which were 
less congested. Low-grade traffic, such 
as steel bars, moving between Jackson 
and Elm Street Wharf was diverted 
from the belt line and sent by the more 
roundabout route. The distances by the 
latter from Jackson to Central Avenue 
and Elm Street Wharf were 13 and 14.3 
miles respectively. By that route Central 
Avenue was intermediate between Jack- 
son and Elm Street Wharf. Neverthe- 


less, for rate-making purposes, the 
belt-line distances applied. 

The division freight agent, when 
asked for a recommendation, replied 
that he considered the 6-cent rate low 
enough, since the railroad might have to 
assume charges for stevedoring at Elm 
Street Wharf. He also recommended 
that the 5-cent rate referred to by the 
Andee Company be canceled as it was 
not being used. Because of the heavy 
volume of trafic moved to and from the 
city stations, and the consequent con- 
gestion in the terminal district, the 
railroad wished to discourage intracity 
movement of freight, preferring to 
allow motor trucking companies to 
handle that trafic. Following the sug- 
gestion of its division freight agent, it 
prepared a proposal to be submitted to 
the Trunk Line Association to cancel the 
§-cent rate between Jackson and Central 
Avenue. With that rate canceled, the 
Andee Company could not cite it as an 
argument for reducing the rate between 
Jackson and Elm Street Wharf. 

The railroad felt that in view of the 
long haul the 6-cent rate was sufficiently 
low for the service rendered. It refused, 
therefore, to comply with the request of 
the Andee Company to reduce the rate 
to 5 cents. 


III. Kearney Railroad 
Reduction of a Less-than-Carload Rate 
on Steel Billets 


The Shawmont Company, whose 
plant was. located at Wellston, a com- 
munity of 4,000 inhabitants, shipped 
steel billets in less-than-carload lots into 
Vernon, a city of 110,000, 6 miles away, 
on a rate of 9% cents per 100 pounds. 
The company requested that this rate 
be reduced to 9 cents per 100 pounds, 
and in support of this request quoted a 
rate of 9 cents per 100 pounds, a rate 
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which was in force on iron and steel 
castings between Wellston and Vernon. 

The railroad considered the advisa- 
bility of canceling the rate which the 
Shawmont Company quoted, as it found 
that it was not being used; it had been 
granted several years ago, and in the 
intervening period the rise in terminal 
costs had been such as to absorb practi- 
cally all the revenue from such a short 
haul. It was, however, discovered that 
a company which had been an extensive 
user of this 9-cent rate was about to 
resume production; and, since the rate 
was of old standing, the railroad de- 
cided not to cancel it. 

In view of the terminal conditions at 
Vernon and of the fact that the haul 
was so short that the terminal costs 
absorbed too much of the revenue, the 
railroad decided to refuse the request 
of the Shawmont Company for a 
reduction in the rate on steel billets. 


General Analysis 


The three cases presented here are 
alike in many of their principal features. 
All of them are concerned with requests 
from shippers for reductions in the rates 
on basic fabricated materials for short 
hauls in congested areas. There are, 
however, important differences in the 
grounds on which the requests were 
based, in the reasons why the railroads 
were at first unwilling to accede, and in 
the results achieved. It is the purpose 
of this study to examine these differ- 
ences. 

It will be observed that in the case 
of the Warenne Railroad the shipper 
requested that a switching charge be 
extended in its scope. No reference was 
made to other existing rates as a reason 
for the request. The switching charge, 
be it noted, is not entirely similar to a 
rate for a regular road haul. The car, 
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rather than a specified weight of the 
commodity, is the unit of operation and 
the unit of charge. Although there is 
little agreement among railroads as to 
the service for which a switching charge 
may properly be made, it is generally 
true that little attention is paid either to 
distances or to commodities in fixing 
these charges. In this case the charge 
was designed to cover the local move- 
ment of cars which had made or would 
make a road movement, and the request 
of the shipper was that the charge be 
extended so as to cover a purely local 
movement in connection with which no 
road haul was involved. 

In the cases of the Mount Pleasant 
and the Kearney roads parallel rates 
were quoted by the shippers in their 
requests for reductions. In the former 
case, the rate applied to the same com- 
modity over an apparently greater dis- 
tance; in the latter it applied to a similar 
commodity over the same distance. In 
the case of the Warenne Railroad, 
although no parallel railroad rate was 
quoted by the shipper, there was the 
possibility that truck competition would 
set a rate for the service in question. 

There are always many aspects to a 
discussion of rates, which are intensely 
individual in character. This set of 
cases, however, seems to give promi- 
nence to three of these aspects, and it 
is these three which are to be discussed. 
The first is the question of absolute cost 
of service, involving also the considera- 
tion of a sound long-time railroad policy. 
The second is the influence of competi- 
tion. The third is the question of 
discrimination. 


Cost of Service 
The idea of absolute cost of service, 


as opposed to that of relative cost, is 
newer and more difficult to handle in its 
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application to rate discussions. Where 
the general movement of commodities 
on the road, and the general rate struc- 
ture applicable to such movements, are 
under discussion, it is recognized that 
certain commodities will pay less than 
their fair share of expenses, while others 
more able to bear a burden pay more 
than that fair share. Since the existing 
economic structure requires that the 
first set of commodities move, although 
they can only move on the low rates, 
it has been generally assumed that even 
if the cost of each particular part of the 
service could be calculated no good pur- 
pose would be served by such determina- 
tion.» When the question is one of a 
definite service, however, for which a 
substitute is available, the case is differ- 
ent. It can scarcely be argued that a 
service should be rendered which does 
not pay a reasonable part of its ex- 
penses, when there are available alterna- 
tive methods of performing it. To 
require such service of a railroad is to 
perpetuate an economic waste. 

In the case of these short hauls in 
urban areas, the most familiar of the 
alternative means of rendering the 
service is the use of the motor truck. 
The case of the Warenne Railroad 
demonstrates the possibility of using 
the truck for the service in question, and 
also shows that it compares favorably 
in the matter of cost with the railroad. 

The railroad is certainly a common 
carrier; but its prime use is for the long 
haul, and although its switching facilities 
and its lines are available for the short 
movements contemplated in these cases, 
the question may well be raised as to 
whether it is entirely in the general 
interest to permit them to be so used. 





* Such determinations may, however, be of service 
in preventing the imposition of new rates which 
are clearly unprofitable; that is, which do not at 
least meet the direct expenses of the service. 


There is only a certain margin of safety 
in these facilities. In other words, with 
the steady growth of long-haul trafic, 
the unused margin, available to meet 
sudden demands of a seasonal or cyeli- 
cal character, becomes smaller and 
smaller. The amount of such extra 
trafic which can be carried without 
causing congestion is steadily reduced. 
Further, the parallel growth of the very 
industries which are served by it tends 
to throttle the road, since such growth 
enhances the price of land to such an 
extent that the acquisition of property 
by the road for purposes of expansion 
is prohibited. 

In these circumstances it is no longer 
true that the business is conducted under 
the condition of increasing returns; in 
the majority of such cases, on the con- 
trary, it is true that a slight increase in 
traffic, such as would be occasioned by 
the short hauls under discussion, so 
augments the cost of conducting the 
whole service that the returns diminish. 

Thus, if the factor of absolute cost 
of service alone had weight, it would 
probably indicate that the railroads 
concerned in each of these cases would 
best serve their own interests and those 
of the community as a whole by refusing 
to grant a subnormal rate which would 
facilitate a movement clearly unprofit- 
able. This position is reinforced by the 
fact that other and more economical 
methods of performing the service were 
available. 

Another phase of the matter of abso- 
lute costs is well illustrated by the cases 
of the Mount Pleasant and of the 
Kearney railroads. Here parallel rates 
were quoted by the shippers as justifica- 
tion for the requests. These parallel 
rates, were, however, of old standing. 
and bore little relation to the costs of the 
services at the time of the requests. The 
former road solved the problem by can- 
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celing the rate quoted, since it was not 
in use. The latter, though the same 
condition prevailed, felt that it would 
be inadvisable to do this, since the rate 
quoted served a company which was 
shortly to resume production. Follow- 
ing the principle that it is the road’s 
prime duty to assist in every possible 
way concerns which are local to it, the 
railroad felt that in this case it was 
better to risk a charge of discrimination 
than to cancel the old rate.’ 

This state of affairs on the Kearney 
Railroad provides a good illustration of 
the conflict of a road’s two duties, that 
of assisting its tributary interests and 
that of avoiding undue discrimination. 
Since the g-cent rate quoted by the 
Shawmont Company was old, it was, 
relative to costs, out of line with other 
newer rates. The railroad, therefore, 
has a valid reason for refusing to bring 
the complainant’s rate down to the level 
of the old rate. Yet for the very reason 
that the rate was old, and that the 
company using it had built up its traffic 
on it, it was economically unsound to 
cancel it, provided that it met the direct 
costs of operation. It is not always 
realized that there is a difference in net 
effect between the abolition of an un- 
economical established rate on which a 
business has been built up, and the 
refusal to set up a new rate equally 
uneconomical. As long as the first rate 
meets the direct costs, it may be to the 
best interest of all concerned to retain 
it; but this furnished no reason for 
multiplying such rates except in so far 
as the argument of discrimination 
applies. 

Competition 


Thus the three cases present various 





*It is to be noted that the road might have de- 
fended itself on the ground that steel billets 
are in general more valuable than castings. 


aspects of the element of absolute cost 
of service. In the cases of the Mount 
Pleasant and of the Kearney railroads 
these considerations sufficed. The roads 
gathered from them sufficient argument 
to justify the refusal of the reductions 
requested. This was not the case, how- 
ever, with the Warenne Railroad. In 
this latter instance there entered the 
element which is almost always present 
in rate determinations—competition. It 
is often averred that in the last analysis 
this is really the only governing element, 
and many of those called upon to initiate 
or to change rates act as though this 
were true without qualification. It has, 
however, been demonstrated that there 
are certain cases in which such ideas are 
not justified. There is no reason for 
performing a service at less than cost, 
which can be more expeditiously ren- 
dered by another agency, unless some 
offsetting advantage is to be gained; and 
if this is the state of affairs, it is neces- 
sary to investigate the extent to which 
this supposed advantage will actually 
exceed the loss sustained on the unre- 
munerative service. The usual effect 
of the adherence of railroad traffic 
managers to the belief that competition 
is the deciding factor is that less atten- 
tion than is desirable is paid to such 
investigations. 

In the case of the Warenne Railroad, 
the offsetting advantage which was to be 
gained by granting the reduced rate was 
the long haul on the material after 
treatment, which, under the stress of 
competition, would be lost to the road 
if it refused the concession. This 
furnishes an instance of the element of 
competition in its more subtle form. It 
is comparatively easy for a road to 
bring itself to the disagreeable task of 
abandoning traffic where that traffic, as 
in the cases of short hauls in congested 
areas presented here, is clearly unprofit- 
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able. But if the price of this abandon- 
ment is to be the loss of a normal long 
haul to a competitor, the tendency is 
strong to pay the price of securing the 
normal traffic by continuing to conduct 
the short-haul business, without inquiry 
as to whether a net profit will result. 

If this particular shipment only be 
considered, the net profit to the 
Warenne Railroad is the difference 
between the profit on the road haul and 
the loss on the switching movement. 
Neither of these figures is easy to cal- 
culate; but in the present state of rail- 
road statistics some approximations can 
be made which will give a clue to the 
situation. Thus the direct switching 
expenses per car can be determined from 
the expense accounts, which are usually 
kept separately for each yard, and from 
the statistics of cars handled. The road 
costs may also be evaluated, division by 
division, for the through movement; 
and although the latter are not as sus- 
ceptible of as close a determination as 
the yard costs, since a greater variety of 
trafic is covered by the train expense 
accounts, yet a reasonable degree of 
accuracy is possible. Hence, some ap- 
proximation of the net gain can be 
arrived at, and it may be determined 
whether or not it is to the interest of 
the road to move the traffic in this way. 

It must be admitted, however, that as 
a rule there are other factors involved 
which may and in many cases will upset 
this mathematical determination. Thus 
the good-will of the shipper may be im- 
portant; over and above the particular 
traffic under discussion, the consignor 
may be in a position to control a con- 
tinuous volume of shipments for long 
hauls which is of the first importance 
to the railroad. In such a case, a truer 
evaluation of the net profit would be 
obtained if the profit on the shipper’s 
normal consignments, which would be 


secured to the road by the concession 
requested, were set against the cost of 
the unprofitable short haul. Obviously, 
if the request was just an isolated 
instance, the balance would then be in 
favor of granting the concession. In 
other cases the reasons of the railroad 
for adopting a policy of granting these 
unprofitable requests may be even more 
intangible. 


Discrimination 


Finally, the question of destroying the 
parellelism of an existing rate structure 
has been mentioned as a factor in rate 
adjustments. These cases illustrate this 
in two places. In the case of the 
Kearney Railroad, the road, in refusing 
to bring the rates into line, courted a 
charge of discrimination. On the other 
hand, the main reason advanced by the 
general freight agent of the Warenne 
Railroad for his unwillingness to grant 
the intermediate rate of 76 cents per 
ton was that he feared that such action 
would disturb the other local rates. In 
other words, quite irrespective of the 
actual costs of service, the lowering of 
the rate for this movement would cause 
interested shippers to take action and 
to demand a readjustment of the rates 
which affected them so as to bring them 
into line, on the rough bases of compari- 
son usually adopted, with the new rate, 
which had been made for a special pur- 
pose only. This is the motive which 
acts to oppose the influence of compe- 
tition; and again, if there is good reason 
to believe that the effect of such an 
alteration as that which is proposed 
here will be that such demands will be 
made, a correct evaluation of the net 
profit should allow for the effect of these 
demands for other reductions. It is 
impossible, however, to make such a cal- 
culation with accuracy. 
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Conclusion 


Thus the three cases under discussion 
reveal certain aspects of rate-making 
which are of interest to shippers and 
railroads alike. An attempt has been 
made to bring out the interplay of some 
of the forces operating in these and 
other similar cases. It has been shown 
that for short hauls in congested areas 
it is to the interest of the general public 
and of the shippers, as well as of the 
railroads, that the latter should not be 
required to undertake, at unremunerative 
rates, additional work which can be per- 
formed by other agencies. If this is 
done, the result is an uneconomical use 
of facilities which ought to be conserved 
in the interests of long-distance traffic. 
Nevertheless, it is by no means easy to 
determine absolutely whether or not a 
service is remunerative, and further, 
whether or not the performance of it 
will be detrimental to the general con- 
duct of trafic in the area. As a result, 
the way is open at once for the action 
of two forces—competition and the fear 
of disturbing an existing rate level. 
These two forces naturally act in oppo- 
site directions; competition in its vari- 
ous forms frequently stimulates the 
granting of rates which a more careful 
analysis would reveal as unsound, not 


only to the railroad but also to the pub- 
lic which must eventually, even if 
remotely, pay for any costs incurred 
which are not met by the rate. The fear 
that any change in the existing local rate 
structure will expose the railroad to fur- 
ther demands, which cannot logically be 
refused, acts on the other hand to 
strengthen opposition to any such 
change; as has been indicated, any scien- 
tific evaluation of the effect of this 
factor is practically impossible. As 
with so many similar problems, much 
must in the end be left to the judgment 
of the particular situation as rendered 
by the individual officer responsible. 
Yet this should not be taken as indicat- 
ing that there is no place in such dis- 
cussions for something more than the 
unsubstantiated guess of the traffic man- 
ager. Both shipper and railroad owe 
it to themselves and to the public to 
examine cases such as those which have 
been considered with the most reasoned 
approach possible, and in full recogni- 
tion of the truth that in a structure so 
complicated, haphazard, and imperfect 
as that of railroad rates the correct solu- 
tion to a problem from the economic 
point of view may not be reconcilable 
with the doctrines of untrammelled com- 
petition and of the avoidance of discrim- 
ination. 


CUSTEN MANUFACTURING COMPANY—METHODS 
OF FORECASTING SALES 


‘THE Custen Manufacturing Com- 

pany produced two types of mer- 
chandise, the sale of which was 
separated into two distinct divisions, 
each under a separate sales manager. In 
1922 the company installed a system of 
budgetary control based on planned 
sales. The executives desired, therefore, 
to secure the most accurate method of 





estimating sales for the budget. Three 
methods were considered. 

By the first method the total dol- 
lar sales of the company were estimated 
as a percentage increase over the sales 
of the previous year. Each product or 
line was expected to reach the percent- 
age increase established for sales as a 
whole. According to the second method 
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the total dollar sales were estimated for 
the ensuing year and each product was 
assigned its share of the total with ref- 
erence to the special conditions affect- 
ing it. Under the third method no 
single estimate was made of the total 
sales. Each product, however, was 
studied carefully and a forecast made of 
its probable sales during the following 
year. The estimate of total sales was 
secured by the addition of these fore- 
casts for each type of merchandise. 

The company believed that the first 
method was inferior to the others 
because no judgment was required in 
breaking down the total sales into sales 
by lines. For instance, the sales of lines 
which had been added within the year 
would probably increase more rapidly 
than the sales of older lines, while the 
demand for certain other lines was 
decreasing. It was definitely decided, 
therefore, not to use the first method. 

The principal advantage of the sec- 
ond method as compared with the third 
method was considered to lie in the fact 
that the effect of general business con- 
ditions could be measured more accu- 
rately for total sales than for those of 
the individual product. The trend of 
business conditions, however, did not 
affect all types of merchandise alike and 
special allowances would be necessary. 
These allowances might be too much 
affected by the necessity of reaching a 
preconceived total. 

By the third method, it was felt that 
the perspective of the estimators would 
not be distorted by a foreknowledge of 
what the result should be. The special 
conditions of changes in demand, price 
levels, and competition which affected 
each product could be considered sepa- 
rately, and the possible effect on sales 
determined. It was customary under 


this plan, furthermore, to have the sales 
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manager of each division make the esti- 
mate, since he should know the possi. 
bilities of the products in his division 
and the conditions which affected their 
sale. In addition, when the estimates 
were made by the sales managers, the 
responsibility was placed on the same 
executives who were accountable for 
securing the sales. This identity of 
responsibility, and the fact that the esti- 
mates were made by the executives with 
the most intimate knowledge of the 
products, was conducive to a more accu- 
rate estimate, and afforded a stimulus to 
make the actual sales meet estimated 
sales. 

The company, therefore, selected the 
third method to estimate its sales for 
the budget. The executives were of the 
opinion that this method was more 
scientific than the second method, which 
developed the result backwards. 


Forecasting in Practice 


In pursuance of this decision, the 
division managers estimated the sales 
separately for each product, as indicated 
in the examples given in Table I. All 
estimates were made in physical units 
and then translated into dollars by 
multiplying the estimated number of 
units by the expected price per unit. The 
estimates were based partly upon the 
probable effect of general business con- 
ditions and partly upon a trend of sales 
as suggested by the data for the pre- 
ceding five years. In forecasting sales 
volume, the sales managers did not 
employ mechanical means, such as pro- 
jecting over the next years the same 
rate of increase that had taken place 
in the preceding five years. The five- 
year period was selected because it was 
thought to be of sufficient length to 
comprise a complete cycle of fluctua- 
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Taste I. Saves Recorps AND Forecasts e 

Division X Division Y 
YEAR Product 3 Product 4 Product 1 Product 2 

Units Units Units Units 

1918. ......ccanesaseeeweeeeae wan 129,714 94,968 13,606 2,937 
191... sc ntcenkts=pueee ante ween 157,610 395518 11,505 2,319 
|) oc 112,324 74,173 12,400 2,452 
193]... .sscccheeeeee eee s ama enins 72,980 108,171 12,639 1,800 
3924. . «0+ semen or ree 55,307 145,960 19,437 2,749 
Percentage Increase Estimated....|........... +20% +20% +5% 
Percentage Decrease Estimated....| —-1§9% =f... 022s en efec ccc cs ces cfecsccunes 
Unies Ramet, . sacs ccisteve nnd 48,000 175,000 23,200 2,880 
Dollars Expected...........-.-+- $77,760 $211,750 | $1,866,400 | $423,600 
Average THRs 6060060 sssecaee oan $1.62 $1.21 $80.45 $147,08 

















tions in sales, and to indicate accurately 
the underlying trend. 

In product 3, of Division X, for 
instance, the trend for the preceding 
five years was downward, as shown in 
Table I. This was caused by a change 
in styles. A 15% decline in sales, 
therefore, was expected in the next year. 
Product 4, however, was one of the 
popular designs. Its sales had increased 
steadily for several years and, with the 
reasonably favorable business condi- 
tions expected in 1922, an increase of 
20% was predicted. In a_ similar 
manner, the increase in sales of the first 
two products in Division Y for the year 
1922 were estimated as 20% and 5% 
respectively. 

The volume of sales estimated by 
the division sales managers was then 
submitted to the budget committee, 
which consisted of the president, trea- 
surer, production manager, and the two 
division sales managers. In conference 
this committee coordinated the esti- 
mated sales with the financial position 
and productive capacity of the company. 
Table II shows for each division the 
sales for each of the past five years and 
the estimates of sales for the coming 


year. 


Analysis 


This case brings up several interest- 
ing questions, of which the most im- 
portant concerns the relative desirability 
of forecasting sales by building up a 
total from detail forecasts of parts of 
sales as compared with forecasting 
total sales, and then breaking down the 
total into its parts. No answer appli- 
cable to all cases can be given, for the 
decision depends to a large extent on the 
nature of the products and on the homo- 
geneity of the classes into which the 
product is divided. The answer to the 
question in this particular case seems to 
be that both methods should be used 
and then compared by their results. 

In order to consider this more in 
detail it is well to get what little in- 


Tas_e II. Torat SALEs ror Eacu DIvIsion 
DuriNnG 5-YEAR PERIOD, AND ESTIMATE 
FOR COMING YEAR 











Year Division X Division Y 

BG 2645 awoodaseen $2,857,228 $1,937,927 
Ne eee 2,972,735 1,730,249 _ 
ae neas 0+ 400 4,311,542 2,831,965 | 

EE a er 3,040,091 1,445,042 

a aed oe 3,916,411 2,194,163 

; Budget for 1923..... 4,050,000 2,536,560 
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formation is available about the prod- 
ucts of the company. The amount of 
difference between the products in 
Division X and those in Division Y is 
unknown, but Table I shows that the 
average price per unit of production in 
Division X, is under $2 while that of 
products in Division Y is about $100. 
Moreover, the examples given indicate 
that Division X products show little 
effect of the business cycle, but do show 
marked trends; while one of the prod- 
ucts of Division Y shows marked effects 
of the business cycle but no trend, and 
the other product in that division shows 
irregular fluctuations with no definite 
signs of a trend or of the business cycle. 
Table II bears out the impression of 
great difference between the products 
of the two divisions, for Division X 
shows little if any signs of the business 
cycle, if the effect of changing prices 
be discounted, but does show a decided 
trend; while Division Y shows marked 


effects of the business cycle but no trend. 

The company was, therefore, right in 
giving practically no consideration to 
the first method suggested. As between 
the other two methods, there is little to 
choose, and each should be used as a 


check on the other. The second method 
is likely to be more accurate as to the 
total, for the broader the base on which 
estimates are made, the less likely is it 
that irregular fluctuation will be large 
enough seriously to affect the result. It 
is easier, also, to verify the probability 
of a predicted change in total sales than 
the change in any one part of the sales. 
The third method, moreover, might, 
particularly in the hands of salesmen, 
lead to cumulative error. If a salesman 
is feeling optimistic, which is the most 
usual characteristic of a _ successful 
salesman, he is likely to make a high 
forecast of each individual item, for it 
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is always possible to have a large 
increase of any one item look reasonable 
in itself while a proportionately much 
smaller increase of total sales would 
look unreasonable. 

Furthermore, salesmen are seldom 
good statisticians, and it takes a person 
with a statistical turn of mind to digest 
the meaning of the detailed figures of 
the past. Methods of forecasting which 
depend on studies of past figures are 
much less applicable to an individual 
business than to business as a whole, and 
are even less applicable to part of the 
business than to all of it, for accidents 
of management, changes in personnel, 
in policy, or in competitive conditions 
may make great changes in the business 
as a whole and still greater changes in 
one part of the business. A trained 
statistician, however, can get much in- 
formation of value from a detailed 
study of past figures, but this study is 
of little value in most individual busi- 
nesses unless it is made with a real 
understanding of the conditions of the 
past and present and of their bearing on 
the outlook for the future. In the hands 
of a good statistician, who is thoroughly 
informed as to market conditions and 
sales policies, the third method is a 
valuable check on the results of fore- 
casts made by the second method. The 
latter is usually better suited for use by 
a sales department. 

Different people should simultane- 
ously estimate sales by different methods 
and from somewhat different view- 
points, though this does not mean that 
any one should attempt an estimate with- 
out first getting the benefit of all the 
information and opinions possessed by 
others. Then these various estimates 
should be compared in conference by a 
budget committee, representing the 
various view-points naturally found in 
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the company, and the differences that 
develop should be thoroughly discussed 
until the members feel that a reasonable 
estimate has been reached, which gives 
due weight to both facts and opinions. 

Although in some lines of business 
the sales department is best able to 
estimate future sales, in most cases sales- 
men are either too optimistic or too 
likely to be influenced by their most 
recent experiences in selling goods. 
Nevertheless, their view-point and their 
intimate knowledge of local market 
conditions are invaluable, and no statis- 
tics department can acquire this knowl- 
edge to the extent that the salesmen 
have it. Furthermore, it is extremely 
important that the sales department 
share in making the estimates if it is to 
be held responsible for results. Making 
the estimates helps the sales department 
analyze its own problems. The dis- 
cussions in the budget committee bring 
out for general consideration much 
information which would otherwise be 
confined to one department. Finally, 
the use of more than one method of 
estimating makes each method a check 
on the others and, by insuring a full 
consideration of the estimate from all 
angles, helps to lessen the chances for 
considerable error. 

Another question, that of a choice of 
units must be considered as funda- 
mental to any statistical study. It is 
raised by the way the case is stated, for 


dollars were the only units mentioned 
in the first two methods, while both 
physical units and dollars were appar- 
ently used in the third method. As a 
rule, physical units should be used when 
suitable ones are available. Frequently, 
however, the variety or the nature of 
the products makes it impossible to find 
suitable physical units, in which case the 
dollar must be used as a unit despite the 
fact that a value figure contains the two 
variables of quantity and price. Even if 
physical units are used, however, the 
forecast eventually must be figured in 
dollars in order to construct the financial 
budget. Thus it is necessary to forecast 
both physical volume and price in any 
case, no matter what method is used of 
arriving at this result. 


Conclusion 


The point that is most clearly 
illustrated by this case, however, is that 
no one method and no one view-point 
is sufficient to insure reasonably success- 
ful sales forecasting. This is a difficult 
and hazardous task under the most 
favorable circumstances. Whether an 
analytic or a synthetic approach be 
made, products with very different sales 
characteristics should be studied sepa- 
rately. Products should be classified 
for study in such a manner that the 
product classes will be as nearly homo- 
geneous as possible. 


ACCOUNTING FOR APPRECIATION OF FIXED ASSETS 


HE Deane Lumber Company, 

which owns timber lands and saw- 
mills acquired in 1914, desires to 
record on its books the estimated appre- 
ciation in the value of these assets since 
acquisition. The company is convinced 
that the amount of this appreciation is 


considerable, and believes that the 
accounts will represent the true condi- 
tion more accurately if an appreciated 
value of the capital assets is shown, 
rather than the cost. At present the 
assets are carried at original cost, less 
proper allowances for depletion and 
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depreciation of the property to date. 
Accountants have been consulted as to 
the propriety of writing up the assets 
to an appreciated value, as to the 
methods to be employed in recording 
the same, and as to the effect of such 
procedure on the handling of costs. 


Propriety of Recording Appreciation 


The accountants state in their report 
that they have usually favored cost less 
depreciation as the proper basis for 
valuation of capital assets. This is in 
conformity with the generally accepted 
tenet of the accounting profession that 
conservatism should be observed in all 
matters of valuation, and that cost 
represents the highest value at which 
assets may properly be carried in the 
accounts. 

Recognizing that a large part of the 
ultimate profits of the business may 
result from the unearned increment 
represented in appreciation, particularly 
in the case of valuable timber holdings, 
the accountants, nevertheless, stress the 
consideration that such possible profits 
are not actual until realized, and, there- 
fore, should not be represented in the 
accounts as in any way constituting a 
part of the current earnings of the 
company or as providing additional 
surplus available for dividends. It is 
clear that distribution of cash dividends 
on the basis of surplus created through 
this medium would be an unwise policy. 
Such a step might unduly deplete the 
current assets by an amount equal to 
the estimated increase in the value of 
the fixed assets (or whatever portion 
thereof was covered by the amount of 
the dividend distributed), which in the 
natural course of business will not be 
sold, and the possible profit, therefore, 
not realized. The dangers resulting 
from improper treatment of apprecia- 


tion have generally influenced the ac. 
countants against its inclusion in 
company’s accounts. 

While in general they disapprove of 
recording appreciation, they state, how. 
ever, that under certain conditions jt 
may properly be done if the client 
wishes it. The propriety of writing up 
assets depends mainly on two considera. 
tions—whether the appreciation which 
it is proposed to record is of permanent 
character and has actually taken place, 
and whether it is to be so handled on 
the books that its presence there will 
not tend to deceive. The first considera- 
tion is a question of fact, the second a 
matter of accounting technique. 

The first step in determining the pro- 
priety of recording appreciation should, 
therefore, be the verification of its exis- 
tence as a permanent rather than a 
temporary change in the value of the 
assets. As a basis for this verification 
the property should be appraised in 
detail by a reputable appraisal company. 
Such an appraisal may be expected to 
furnish a reasonably accurate estimate 
of the current replacement value, cor- 
rected for such factors of inflation or 
deflation as may be only temporary. 
Since it is done by outsiders it may be 
considered as a fair valuation, not 
affected by the bias of any officer of the 
company, who might be inclined to over- 
value the assets. An appraisal made by 
good specialists in that line is the best 
evidence that appreciation has taken 
place, and that it is more than tempo- 
rary in character. The details of the 
appraisal should be kept by the company 
as supporting evidence for the new 
figure to be placed on the books. 

The appraisers consulted by the 
Deane Lumber Company estimated that 
the replacement value of the sawmills 
at the time when this problem arose, 
in 1922, would be 50% higher than the 
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book value which was based on 1914 
prices. They considered such an in- 
crease in values a matter of permanent 
change, and not merely a result of a 
temporary rise in market prices of the 
materials and equipment involved. In 
the case of timber holdings, since such 
carrying charges as taxes, interest on 
the original investment, and similar 
items had already been added to the 
original cost as incurred, the accoun- 
tants stated their belief that the account 
as it stood represented such permanent 
appreciation as had taken place, and 
that further increase in book value 
would reflect only temporary changes 
due to market fluctuations. The ap- 
praisers made no change in the esti- 
mates of the life of the property which 
had been used as the basis for depre- 
ciation charges. 


Accounting Procedure: Assets 


If it is decided to record such appre- 
ciation, it is then necessary to consider 
the methods by which the permanent 
appreciation on the sawmills indicated 
by the appraisal should be treated in the 
accounts. At the end of 1922, when 
this step was decided on, the Deane 
Lumber Company carried its sawmills 
at cost, $1,000,000, with a depreciation 
reserve of $400,000 representing eight 
years’ depreciation at the rate of 5% 
per annum. The net book value of the 
sawmills, therefore, stood at $600,000, 
representing 60% of the original cost 
of the property. The appraisers set the 
depreciated present value (estimated re- 
placement cost less depreciation), at 
$900,000, representing 60% of the re- 
placement cost of the property new. In 
other words, the sawmills standing in 
the asset account at a net value of $600,- 
000 were estimated to have a replace- 
ment value of $900,000. 


The accountants state that the results 
of the appraisers’ estimate may properly 
be incorporated in the accounts in one of 
two ways, either of which is found in use 
but of which the latter alone gives a full 
record of the facts. The present balance 
in the Reserve for Depreciation may be 
closed into the Sawmill Properties 
account, which may then be charged 
$300,000 to cover the appreciation in 
the net depreciated value of the mills, 
the offsetting credit going to an account 
for Capital Surplus from Appraisal. 
Or as an alternative the new replace- 
ment value of the property may be 
brought into the books through the Saw- 
mill Properties account, at the same 
time increasing the Reserve for Depre- 
ciation to represent the total accrued on 
the increased value of 5% annually for 
eight years. The latter method is 
recommended, since it follows the 
principle, now generally accepted by 
accounting authorities, that the fixed 
assets should be shown in the accounts 
at gross value, and reduced to net 
through the medium of the Reserve for 
Depreciation. 

The entries suggested by the ac- 
countants in accordance with this 
method are the following: 


1. Sawmill Properties. .$500,000 

To Capital Surplus 

from Appraisal........... $ 500,000 

To record the increase in 

property values as per ap- 

praisal : 
Replacement value new. .$1,500,000 
Book value—cost ....... 1,000,000 


Capital Surplus ...... $ 500,000 


2. Capital Surplus from 
RIE © 5s ies cans $200,000 
To Reserve for Depreciation $ 200,000 

To record 8 years’ depre- 
ciation at 5% per annum 
on the increase of $500,000 
in the replacement value 
of the sawmills. 
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The property accounts will then show 
the following results: 


Sawmill properties.......... $1,500,000 
Less Reserve for Deprecia- 
Gem ..étseesccmelatees 600,000 
Net Replacement Value...... $ 900,000 
Less Capital Surplus from 
pa a ae 300,000 
Depreciated Original Cost 
WOE vevede cavewanarvwe $ 600,000 
By this procedure the property 


account less the Reserve for Deprecia- 
tion gives the appraised depreciated 
value of the asset, a value which may be 
desired for purposes of insurance, sale, 
or financing. The depreciated cost 
value may still be obtained by further 
deducting the balance in the Capital 
Surplus from Appraisal account, giving 
the basic value for cost purposes. 

The company should keep detailed 
records of the individual units of the 
plant, their original cost, depreciation to 
date, and the appreciation to replace- 
ment values. A subsidiary plant ledger 
may well be maintained as the most con- 
venient and effective way of preserving 
these details. By this means supporting 
evidence for the figures appearing in 
the general ledger accounts for plant 
and depreciation reserves will be readily 
available at all times, and the basis for 
the write-up will be clearly indicated. 
Record of the cost of individual items, 
their appreciation as shown by the 
appraisal, and the depreciation taken, 
will also prove to be of service when 
it is necessary to account for retire- 
ments or sales, as only through the use 
of such data can profits or loss in such 
situations be determined. 


Accounting Procedure: Costs 


It is clear that once the estimated 
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appreciation in the value of the fixed 
assets has been recorded in the accounts, 
a somewhat larger periodic credit to the 
Reserve for Depreciation will be 
necessary. The reason for this is ey;- 
dent. Although the book value of the 
property has been written up, its life 
has not been lengthened. There js 
consequently a larger value to be written 
off over the same period of time set for 
the extinction of the original value. 

The accountants state, however, that 
the increase in the depreciation charge 
should not be taken into current manv- 
facturing or operating costs. Only such 
an amount should be included under 
operations as measures the depreciation 
of the property at actual cost. Replace- 
ment values should be permitted to affect 
costs only when the property is actually 
replaced. 

As the accountants point out, the fact 
that the particular assets actually in use 
cannot be replaced at their original cost, 
but only at considerably more, affects 
not the cost but rather the selling price 
of the present product. True cost can 
be obtained only by including as total 
depreciation the loss based on the origi- 
nal cost of the equipment. This, of 
course, does not mean that prices must 
be fixed on the cost figures so deter- 
mined. If the latter were done, the 
customers would get the benefit of the 
use of low-cost plant at a time when 
the cost of a similar plant had advanced 
considerably over the original cost of 
the plant in question. It is a matter of 
general business policy, not of account- 
ing, whether the business man or the 
customer shall derive the advantage 
accruing from the purchase or construc- 
tion of a plant at a time when prices 
were lower than they are now. Hence, 
although depreciation must be based on 
original cost value in order to arrive at 
true costs of the product, there is no 
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reason, so far as accounting principles 
are concerned, why an additional charge 
may not be added to costs in determin- 
ing the selling price. Actual cost, how- 
ever, is a fact not changed by the 
appreciation in the value of the fixed 
assets. 

That portion of depreciation on the 
excess of replacement value over cost 
which is applicable to the period pre- 
ceding the date of the appraisal has 
been charged directly to Capital Surplus 
from Appraisal (see Entry Number 2 
above). Subsequent entries should 
credit to the Reserve for Depreciation 
periodically, such amounts as are re- 
quired by the new book value of the 
assets, taking as a current operating 
charge for depreciation that portion 
which is applicable to the original cost 
and to Capital Surplus from Appraisal 
the balance. The annual entry, assum- 
ing that such an entry were to be made 
only once each year, would be: 


Depreciation ........0.0. $50,000 
Capital Surplus from Ap- 
praleal .cétnndsaakenes 25,000 


To Reserve for Depreciation. .$75,000 


The Depreciation account thus 
records each year the portion of the 
actual investment in plant which is trans- 
ferred to operating costs for the year. 
The Reserve for Depreciation account 
records the accrued depreciation to date, 
based upon the appreciated book value 
of the property, and at the end of the 
estimated life thereof will extinguish 
the total book value. The difference 
between the annual charge to Deprecia- 
tion and the annual credit to the Reserve 
for Depreciation will have been charged 
annually to the Capital Surplus from 
Appraisal account, thus finally extin- 
guishing that account. 

Accountants do not ordinarily favor 
recording appreciation of fixed assets 
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on the books. When they are con- 
vinced that the increase in value is of 
a permanent nature, and not merely the 
result of temporary fluctuations in 
market prices, however, they will some- 
times consent to its being entered in the 
accounts, as in the case of the Deane 
Lumber Company. 

An appraisal by experts is usually 
considered the necessary evidence of 
such appreciation. Detailed subsidiary 
records of the appraised value on 
individual items of plant, and the 
accrued depreciation thereon, should be 
kept as the supporting evidence for the 
new figures appearing in the accounts. 

When appreciation is to be recorded, 
care should be taken that the accounts 
involved do not tend to deceive. Thus, 
the surplus resulting from the mark-up 
should be segregated from the regular 
Surplus account, representing accumu- 
lated earnings, and should be set up in 
a separate account. 

Attention should also be given to the 
effect on costs. Depreciation is a com- 
ponent of current operating costs only 
in so far as it applies to the original 
cost of the assets. The depreciation on 
that portion of the asset value which 
represents the appreciation above 
original cost should not be considered 
as an element of operating costs, but 
should be charged each year against 
Capital Surplus from Appraisal. In 
this way operating costs will bear only 
such depreciation charges as are prop- 
erly applicable to them, and Capital 
Surplus from Appraisal will be extin- 
guished over the life of the assets. 

In conclusion, the recording of appre- 
ciation in the books of account appears 
to be of doubtful advantage, and is, 
therefore, not generally recommended. 
If it is to be permitted, however, such 
a procedure as that outlined by the 

accountants should be followed. 
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LEGAL DEVELOPMENTS 
SIGNIFICANT IN BUSINESS 


SOME LEGAL ASPECTS OF MERCHANDISING 


LIMITATIONS ON THE RIGHTS OF VENDOR 
AND VENDEE 


the federal and state governments 

of this country, in their relations 
with commerce through legislation, that 
competition must be free and unfettered, 
and that any device which limits the 
natural tendency to competition is sus- 
pect and in general to be condemned. It 
is not to be denied that the trade activi- 
ties of an earlier generation were prob- 
ably responsible for crystallizing this 
attitude of the public mind and for giv- 
ing the whole subject an importance in 
this country which probably surpasses 
that which it enjoys in any other. Full 
advantage was taken of the monopolis- 
tic possibilities of a richly endowed and 
rapidly expanding country. The inevi- 
table repercussion from the legislatures 
of a people which prided itself on the 
freedom which the individual enjoyed 
under its constitutions furnished the sit- 
uation which this article is designed to 
examine. 

A discussion which dealt only with 
the legal limitations on the rights of 
buying and selling and all that these 
imply would hardly be constructive, nor 
is it the province of a business journal 
to invade the field of law. It is rather 
the intention of this article to indicate 
certain aspects of the matter which do 
not seem to have received full attention 
when the legal questions involved were 
under discussion, and which may be of 
some use constructively in future con- 
troversies. It is now recognized that the 


[’: has been a cardinal principle of 


law, as a means and not an end, should 
not be stationary. It should be capable 
of modification, adaptation, and reinter- 
pretation in the light of changed con- 
ditions and new thought in the fields of 
public activity which it serves. 

The particular portions of the field of 
buying and selling in which public policy 
has been concerned, by reason of the 
fact that it is in them that competition 
has been observed to be in danger, are 
two. The first is the right of two con- 
tracting parties to a sale to bind them- 
selves to limit their activities in any 
way. The second covers the right of a 
vendor to control his product after sale, 
and closely associated with this is the 
right to refuse to buy or to sell. It may 
be well to review the history of contro- 
versy under these two heads. 


Hisiory up to the Passing of the 
Clayton Act 


Up to the time of the Clayton Act 
(October, 1914), it would appear that 
in general investigations and court de- 
cisions had involved a close scrutiny of 
combinations of vendors on the same 
merchandising plane. Such combina- 
tions, if it was found that they acted in 
any way to restrain trade, were con- 
demned under the Sherman Act. The 
forms which their restraint took were 
various; they made agreements to re- 
strict output, to maintain prices, and to 
divide territory. Nevertheless, restric- 











LEGAL DEVELOPMENTS SIGNIFICANT IN BUSINESS 363 


tive clauses in contracts between ven- 
dors on different merchandising planes 
(for instance, a manufacturer and a 
wholesaler or retailer) did not in 
general render them invalid under the 
federal law. Certain states had gone 
further in their legislation and, as in 
Kansas, Massachusetts, Michigan, 
North Carolina, and Texas, had prohib- 
ited contracts which bound the pur- 
chaser not to deal in the goods of a 
competitor of the vendor. The pre- 
vailing view was, however, that such 
contracts for exclusive dealing, since 
they provided for the concentration of 
the purchaser’s activities on a definite 
line which was sufficient for his needs, 
and since they usually contained some 
reciprocal consideration, as, for ex- 
ample, an agreement by the seller not 
to sell to any competitor of the pur- 
chaser in a certain area, acted to in- 
crease the general trade of the country 
rather than to reduce it, and so were 
in nowise against public policy. Thus 
the right of the contracting parties to 
a sale to restrict their activities for 
some consideration was upheld. 

In the same period, on the other hand 
(although the division is here some- 
what artificial, as the Clayton Act con- 
tained no specific provision which 
altered the situation in this field), the 
right of the vendor to control his prod- 
uct after he had sold it had been re- 
stricted. This right is most commonly 
sought in the matter of control of the 
resale price. The situation was some- 
what clouded by the fact that this ques- 
tion of control had frequently to be 
settled for articles protected by patent 
or copyright, and in the earlier cases 
reliance was placed on the special pro- 
tection which it was claimed such 





“As examples may be cited Newell et al. v. 
Meyendorf,, 9 Mont. 254; J. W. Ripy and Sons v. 
Art Wall Paper Co., 41 Okla. 20. 


devices offered against any attempt by 
the vendee to interfere with the ven- 
dor’s rights of control. It was shown, 
however, in a series of cases’ that this 
reasoning was not acceptable to the 
courts. Cases which did not involve 
this feature were rare, and the leading 
one—that of Dr. Miles Medical Co. v. 
John D. Park and Sons (220 UV. S. 
373 )—was hardly conclusive, in that it 
was decided more on the ground that 
the series of contracts involved was in 
restraint of trade than on the argument 
that the maintenance of resale prices 
was illegal per se. There was little 
doubt, however, that as a practical mat- 
ter the right to control the product after 
sale, more particularly in the matter 
of price, was, at the time of the Clayton 
Act, overthrown. The question of the 
right simply to refuse to buy or to sell 
does not seem to have appeared up to 
this time. 


Exclusive Dealing Subsequent to the 
Clayton Act 


With the passing of the Clayton Act 
and the setting up of the Federal Trade 
Commission, two new grounds appeared 
on which buying and selling arrange- 
ments could be attacked. In the first 
place, the act specifically forbade the 
making of exclusive-dealing contracts if 
these were likely to restrain trade by 
lessening competition or tending to mo- 
nopoly. Second, the Federal Trade 
Commission was empowered to investi- 
gate “unfair practices” in commerce; 
and evidently any arrangement for buy- 
ing or selling which reacts adversely on 
some competitor of one of the parties, 
as it is very likely to do, may furnish 
thereby a ground for complaint of un- 





* Bobbs-Merrill Co. v. Strauss, 210 U. S. 339 
(copyright) ; Bauer et Cie v. O’Donnell, 229 U.S. 1 
(patent). 
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fair trading; and further, the Commis- 
sion itself has powers to initiate pro- 
ceedings in cases where it has reason to 
believe that any of the devices under 
discussion are unfair or prejudicial to 
competition. 

The passing of the Clayton Act, then, 
gave a statutory ground for prohibiting 
exclusive-dealing agreements; and in 
various cases this has been done. As 
examples may be cited the decisions in 
the United Shoe Machinery Company® 
and the Standard Fashion Company‘ 
cases, and the fairly recent affirmation 
of the Federal Trade Commission’s 
order against the Butterick Company’. 
It is important to note that in the two 
latter cases the main defence offered 
was that the contracts were contracts 
of agency rather than of sale, although 
both companies did advance the plea 
that competition was not lessened by 
their methods of marketing, and that all 
their competitors used these same 
methods. These arguments and the 
contention as to the nature of the con- 
tracts the Court refused to recognize, 
and it decreed in each case that the prac- 
tice of exclusive agency tended to a sub- 
stantial lessening of competition and 
hence was invalid under the Clayton 
Act. Similarly the Federal Trade Com- 
mission tried to stop the refiners’ prac- 
tice of leasing gasoline pumps at a 
nominal rental to the retailers, on the 
grounds that, although there was no 
tying clause, the retailer being free to 
buy other brands of gasoline if he 
chose, yet the practical effect of the plan 
was to monopolize the retailer and to 
lessen competition. This contention 
was not upheld by the Circuit Court of 

"United Shoe Machinery Company et al. v. 
United States, 42 Sup. Ct. 363. 

‘Standard Fashion Company v. Magrane-Hous- 
ton Company, 42 Sup. Ct. 360. 


* Butterick Company v. Federal Trade Commis- 
sion, 4 Fed. (2nd) 910. 


Appeals or by the Supreme Court.’ A 
final instance is the award of the Cir. 
cuit Court in the case of the B. S. Pear. 
sall Butter Company.’ Here the same 
argument was presented by the Com. 
mission; it was urged that the granting 
of exclusive territory to wholesalers on 
condition that they sold no competing 
brands of the commodity in question— 
oleomargarine — was a restriction of 
competition. The Court held, however, 
that the product was not distinctive, and 
that the output of the firm was so small 
that no real menace to competition ex- 
isted. Further, it took cognizance of the 
fact that in the face of similar arrange- 
ments by other manufacturers this firm 
had built up a considerable volume of 
sales in the time it had been in operation, 
and that the ultimate distributor was not 
bound by the agreements. The signifi- 
cance of this attitude will appear 
shortly. 

In the same period a considerable 
number of cases involving exclusive- 
dealing arrangements have come before 
the state courts, but by reason of the 
variations in state laws there is little 
unanimity in the decisions rendered. 
Thus, while one decision in Kansas‘ 
would indicate that the mere granting 
of exclusive territory is perfectly legal 
in that state, another® reverses this 
idea, though probably in the latter case 
the Court was influenced by the fact that 
a clause for the maintenance of resale 
prices was included in the contract under 
discussion; whereas in the first case this 
was not so. The distinction, if it exists, 
is not, however, made perfectly clear. 
In Texas, a considerable number of de- 


*Standard Oil Company v. Federal Trade Com- 
mission, 43 Sup. Ct. 450. 

"B.S. Pearsall Butter Company v. Federal Trade 
Commission, 292 Fed. 720. 

*McKonkey et al. v. Smith et al., 211 Pac. 631. 

* Mills v. General Ordnance Company, 215 Pac. 
314. 
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cisions” deny the right to make any 
contract delimiting a territory, granting 
exclusive rights of sale in that territory, 
requiring the retailer to refrain from 
selling the goods of a competitor or en- 
forcing the maintenance of resale prices. 
Thus, the Kissel Motor Car Company 
was unable to enforce a contract grant- 
ing exclusive territory in Texas to a 
dealer and penalizing him for selling 
outside that area." In Indiana,” how- 
ever, as in Kansas, a similar arrange- 
ment was upheld. 


The Right of Control after Sale, Sub- 
sequent to the Clayton Act 


In the same period the right of the 
vendor to control his product had also 
come up for consideration, and the 
matter had progressed to a further 
stage. It was stated by the Court in 
the case of BV.D. v. Isaacs (257 Fed. 
709) that “The broad rule that the 
seller of merchandise outright parts 
with all control over it is no longer open 
to question.” 

The discussion now turned on 
whether the vendor could even refuse 
to sell in cases where he was dissatisfied 
with the vendee’s treatment as to resale 
price or any other point. The Federal 
Trade Commission sought to prove, for 
example, that the action of the Colgate 
Company in merely refusing to sell its 





“Caddell et al. v. J. R. Watkins Medical Com- 
pany, 227 S. W. 226; Fred Miller Brewing Com- 
pany Vv. Coonrod, 230 S. W. 1099; and others. 

"Kissel Motor Car Company v. Walker et al., 
270 Fed. 492. 

“Johnston v. Franklin Kirk Company, 148 N. E. 
177. 

“U.S. v. Colgate Company, 39 Sup. Ct. 465. 

“For example: Fosburgh v. Californian and 
Hawaiian Sugar Refinery, 291 Fed. 29; Singer Sew- 
ing Machine Company v. Lang, 203 N. W. 399. 

“An interesting case is that of Federal Trade 


Commission v. Raymond Bros—Clark Company, 
263 U. S. 565. The company in this case, a grocery 





goods to those who cut prices on them 
was an action in restraint of trade and 
was, therefore, invalid.** Here they 
were checked by the Supreme Court, 
which ruled that in the absence of any 
conspiracy a vendor was clearly within 
his rights in exercising his discretion in 
selecting those with whom he wouid 
trade. This reasoning was followed in 
later cases,** and the naked right to 
refuse to trade, without assigning rea- 
sons therefor, seems to be established.** 

It has also been shown, however, that 
the right of the vendor to refuse to 
trade is not without its limitations. In an 
endeavor to exercise this right he may 
not do anything which savors of an 
attempt to “hinder the free and natural 
flow of commerce in the channels of 
interstate trade,” to quote the language 
of the Court in the case of Federal 
Trade Commission v. Beech-Nut Pack- 
ing Company, which is probably the one 
most widely cited in this connection. 
This phraseology was directed at the 
system of marks and reports by which 
the defendant company tried to discover 
price-cutters so as to delete them from 
its lists; and it was repeated in the later 
case of Straus y. Victor Talking 
Machine Company, wherein the Court 
said “A refusal (to sell goods to a re- 
tailer) could not be exercised legally, if 
part of a combination or conspiracy in 
violation of the statutes... .”""* Atan 





wholesaler, discontinued buying from a manufac- 
turer because the latter commenced to sell to a 
retailer in the wholesaler’s area. The Commission 
prosecuted it for an act in restraint of trade; but 
the Court held that a single wholesaler had a 
right to cease from dealing with a manufacturer 
“for reasons sufficient to himself.” It took care 
to point out, however, that an act harmless when 
done by one might become wrongful when done 
by many acting in concert, when it might take on 
the form of a conspiracy. 


“See also: B.V.D. Company v. Isaacs, 257 Fed. 
709; Oppenheim, Oberndorff & Company v. Federal 
Trade Commission, 5 Fed. (2nd) 574. 
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earlier date’’ a sharp distinction had 
been drawn between this right to refuse 
to sell and the right to enter into con- 
tracts with a body of retailers which 
bound the latter to observe specified re- 
sale prices. The latter right was declared 
to be non-existent. Thus, the right to 
refuse to sell was very definitely hedged 
about, so that as a weapon against the 
price-cutter it lost much of its force. 

In passing, a significant dissenting 
opinion in the Beech-Nut case should be 
noticed. The dissentients, four in num- 
ber of the Supreme Court’s nine, 
pointed out that as long as the mere 
right to refuse to sell was granted, a 
vendor could always eliminate competi- 
tion in his goods by selling them only 
to a single vendee. They did not agree 
that the limitation of the number of 
vendees, which was the result of the 
Beech-Nut Company’s action, was an 
unlawful restriction of competition. 


The Merchandising View-Point 


With the present status of these 
rights of exclusive dealing and of con- 
trol of the product after sale thus indi- 
cated, consideration may now be given 
to the theory of trade upon which this 
status appeared to have been deter- 
mined, and thence to a discussion of the 
modifications which, it is _ believed, 
should be made in this theory to fit the 
modern situation in commerce. 

It is necessary at this point to note 
‘that controversy over these rights can 
only arise as a rule in cases where an 
article covered by a brand name, trade- 
mark, patent, or copyright is the subject 
of the sales contract. 





"In: U. S. v. A. Schrader’s Sons, Inc., 40 Sup. 
Ct. 251. The defendants were manufacturers of 
automobile tire valves and accessories. 


“Thus in the case of Burns v. Wray Farmers’ 


Exclusive-Dealing Arrangements 


The Clayton Act, in the sections 
which are concerned with exclusive deal. 
ing, indicates two reasons for declaring 
a contract unlawful. An arrangement 
for exclusive dealing is illegal if “the 
effect (of such arrangement) ... , 
may be to substantially lessen competi- 
tion or to create a monopoly in any line 
of commerce.” It might appear at first 
sight that these two reasons were not 
real alternatives; and to some extent the 
courts have certainly used them inter. 
changeably, as in the Standard Fashion 
Company case. However this may be, 
it will be found that when the decisions 
which have already been quoted are ex- 
amined, the idea common to nearly all 
of them is contained in one or both of 
these reasons; and at the back of this 
is the tacit assumption that the public 
well-being is injured by any tendency to 
lessen competition or to create a mo- 
nopoly.** Except in a few cases, there 
does not seem to have been any recog- 
nition of the fact that the degree of 
competition which is desirable in the 
public interest is capable of wide varia- 
tion according to the type of business 
which is under discussion. While it has 
certainly come to be recognized that 
public utilities are of such a nature that 
a very considerable degree of monopoly 
may well be accorded them, yet there 
has been no corresponding realization 
that in merchandising there may be rea- 
sons of equal potency for breaking away 
from the older theories as to desira- 
bility of unrestricted competition in the 
vending of all commodities. 

Now, it is easy to see that quite apart 





Grain Company, 176 P. 487, this statement was 
made by the Court: 

“The illegality of a contract .... in restraint 
of trade does not lie in the agreement not to com- 
pete, but in its reflex injury on the public.” 
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from any artificial restrictions on the 
part of vendors and vendees, there are 
very considerable natural variations in 
the degree of competition which is found 
to exist in the merchandising of various 
commodities. The smaller articles of 
every-day purchase, the so-called con- 
venience goods, are on the shelves of 
every small store in the community. 
They must be there in order to have any 
chance of reaching the ultimate con- 
sumer, since the latter spends no time in 
seeking them out; if the most convenient 
store does not handle a particular brand 
or variety, he accepts a substitute. At 
the other end of the scale are goods so 
specialized in character that only one 
or two dealers in a wide area will 
handle them. Between these two lie 
commodities which show many grada- 
tions of competition. 

This variation is a natural result of 
the differences in the buying motives for 
the various classes of goods. As we 
proceed from convenience to specialty 
goods, the expense of the individual 
purchase and the sales effort by the re- 
tailer become greater, while the number 
of purchases and the necessity for im- 
mediate action by the purchaser become 
smaller. It follows, therefore, that the 
intensity of distribution of the goods 
will diminish; there will be neither 
necessity nor economic justification for 
their handling by all the stores which 
from their line of business might con- 
ceivably be expected to participate in 
the distribution. In all this there is no 
restriction of competition, but merely a 
recognition that its intensity varies with 
the commodity. 

Further, it must be recognized that 
as a population progresses from the 
rural to the urbanized state, with the 
resulting increase in complexity of the 
urban areas, the play of competition is 
modified. At first, the goods to be sold 
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are simple in character, and are all 
found on the shelves of the one store 
which serves the community. The ele- 
mentary competition in price and quality 
(which can scarcely be separated) has 
free play. As the community pro- 
gresses, however, goods of the same 
kind on the shelves of different stores 
begin to compete; and finally it is clear 
that under modern conditions goods of 
different character on the shelves of 
different stores compete actively for the 
buying power of the community. At the 
same time the old direct competition in 
price alone has been modified. With 
the impossibility of direct comparison 
of simple articles price ceases to be the 
only motive at work, and other motives 
are established. The task of appealing 
to these new motives is divided between 
the manufacturer and the retailer. 

It follows, therefore, that in the sim- 
plest class of goods, the convenience 
goods, in which substitution by the re- 
tailer is possible, it is to the interest of 
the maker, as is well known, to have 
his product in each of the stores in the 
community which is expected to carry 
such commodities. If he does not con- 
trive that this be done, he loses sales 
to a rival. As we approach the more 
specialized classes, however, and the 
emphasis on price becomes less and that 
on other motives of purchase greater, 
the spontaneity of the demand also 
lessens. A greater effort must be made 
to arouse demand; and we reach a point 
where the retailer, for reasons of cost, 
must choose the products he will carry 
and concentrate on the more compli- 
cated problems of merchandising which 
they present. Such specialty goods may 
require service in selling and after, ad- 
vertising above and beyond that which 
the manufacturer provides, and the car- 
rying of a stock which represents a large 
amount of frozen capital. 
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It is under these circumstances that 
the device of “exclusive agency,’*® as 
the exclusive-dealing agreement is usu- 
ally termed, comes into prominence. It 
represents the attempt of the manufac- 
turer to secure that cooperation on the 
part of the retailer which he deems es- 
sential to the successful marketing of 
his product, and its acceptance by the 
retailer is evidence that he realizes that 
special attention to that product is neces- 
sary. 

The manufacturer agrees with some 
retailer that he will grant him the ex- 
clusive right to sell his product in a 
given area; and it may be observed that 
such a grant carries with it an obliga- 
tion on the retailer not to sell outside 
that area, since not one but all the re- 
tailers who between them cover the 
country must be protected. This rather 
obvious point is mentioned because some 
of the decisions on the subject seem to 
have considered the delimitation of the 
retailer's territory an unjustifiable re- 
striction of his activities, regardless of 
the reciprocal nature of the agreement. 

In general the right of the manufac- 
turer to bind himself to one dealer in the 
area has not been challenged; the dis- 
pute arises when he attempts to secure 
the undivided cooperation of the re- 
tailer by binding him not to sell the 
goods of a competitor. This arrange- 
ment, if recent decisions are to be taken 
as an indication, is a restriction of com- 
petition which should not be tolerated. 

If the manufacturer’s analysis of his 
product is sound, however, and it is one 

” The term “agency” is almost always used; but 
the majority of the contracts on which there has 
been controversy have been made by independent 
parties between whom no true agency relationship 
existed. The state of affairs where the vendee 
is really an agent of the vendor is very different 
from that under discussion here. See the case of 


Curtis Publishing Company v. Federal Trade Com- 
mission, 270 Fed. 881; 43 Sup. Ct. 210. 
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which is best marketed by restricting the 
number of retail distributors, it follows 
from the previous reasoning that there 
will be little inducement to the retailer 
to divide his energies between two com. 
peting products of the type in question, 
It is significant that in the Standard 
Fashion Company case the original com. 
plaint was that the Magrane-Houston 
Company had ceased to sell the peti- 
tioner’s patterns and had commenced to 
sell those of a competitor; it was not 
that the company was selling the two 
simultaneously. Thus the interest of 
the retailer is usually to capitalize his 
past efforts in building up the sales of 
a product for which he holds the 
“agency”’ by continuing to hold it; and 
very often the manufacturer’s efforts 
to hold him by contract are really 
unnecessary. Yet occasions are found, 
such as that which has just been quoted, 
where the opposite action is taken by the 
dealer, and the manufacturer, who has 
bound” himself to sell to no other re- 
tailer, and hence has neglected other 
possible outlets for his goods and has 
allowed them to be taken by his com- 
petitors, finds himself deprived of his 
market; and the reason which is given 
for forbidding him his method of pre- 
vention in the form of an exclusive 
agency agreement is that it tends to 
reduce competition and to create a mo- 
nopoly. The Court said in this case: 
“The restriction of each merchant to 
one pattern manufacturer must in small 
communities amount to giving such 
single pattern manufacturer a monopoly 





* It is to be noted that in this case the Standard 
Fashion Company had not contracted with the 
Magrane-Houston Company not to sell to com- 
petitors. It had, however, contracted with its only 
other agent in Boston—the R. H. White Company— 
not to sell to any other store but that one and 
the Magrane-Houston Company — an arrangement 
which produced virtually the same result. 





















































of the business in such community. Even 
in the larger cities, to limit to a single 
pattern-maker the pattern business of 
dealers most resorted to by customers 
whose purchases tend to give fashions 
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or some other aggressive concern, in- 
stead of controlling two-fifths, will 
shortly have almost, if not quite, all the 
pattern business.””™ 

The first contention of the Court is 
not to be disputed; but it seems to over- 
look the fact that the goods in question 
are of the specialty class, and that as a 
result there is a purely natural tendency 
to monopoly in the smaller communities 
which arises from the fact that it is not 
in the retailer’s interest (or, in the long 
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really run, the consumers’) that he should 
‘ound, carry competing brands of such mer- 


chandise.* The Court appears to be 
going back to the idea that all brands of 
goods must be available on the shelves 
of the small community store in active 
competition, and that in default of some 
artificial restraint such as that which is 
here condemned they will be so avail- 
able. It has already been shown that 
this does not follow. 
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agreement is not recognized. In the 
larger communities, there will be a num- 
ber of stores in which a certain type of 
goods will be sold, but of these the 
manufacturer has selected one only, and 
has bound himself to it. His competi- 
tors, presumably, have made similar 
arrangements with the other available 
stores. Here is a case of goods of the 
same type on the shelves of different 
stores competing, and as was submitted 
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e and hy, Circuit Court of Appeals, Standard Fashion 
yement Company v. Magrane-Houston Company, 258 U. S. 


346. 
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with reason by the Butterick Company 
in their defence before the Federal 
Trade Commission, they compete just 
as actively as though they were on the 
shelves of the one store in the small com- 
munity. As long as there is a demand 
for different varieties or brands of any 
commodity, it is to the interest of the 
retailers collectively to stock these 
brands, each selecting his own from 
those available. Any attempt at monop- 
oly would require that the firm which 
made it must sell its product to all the 
stores and so deprive possible competi- 
tors of their outlets; but to do this 
it would be necessary to violate the 
exclusive-agency agreement from the 
manufacturer’s side, and this would at 
once enable the retailer to take ad- 
vantage of the postulated demand for 
variation in the commodity by accepting 
the offer of another manufacturer’s 
“agency.” The situation which would 
be created by such an attempt at monop- 
oly: would be, in fact, inherently un- 
stable from the marketing point of view. 
Any attempt at combination would seem 
to be self-limiting. 

Thus it is difficult to establish the 
Court’s contention that the exclusive- 
dealing arrangement tends to combina- 
tion of itself; while, on the other hand, 
the hidden combination effected by the 
holding company or kindred arrange- 
ments will not be rendered less practi- 
cable by the outlawing of the exclusive- 
agency device, since once two competi- 
tors come under common control with 
the idea of eliminating competition, any 
rivalry between their products, if it 
exists at all, retains merely the form of 
competition without the substance. 

We come, therefore, to the conclusion 
that the exclusive-agency device is merely 





"This was stressed in the Standard Fashion 
Company’s petition to the Supreme Court. See 
Brief for Petitioner, pp. 23-25. 
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the result of natural laws in the mer- 
chandising of commodities, and that it 
expresses a restriction of competition 
which is not artificial, but which would 
usually come about in any case; and that 
it is used by the manufacturer with a 
restrictive clause to safeguard himself 
against the retailer who may be tempted 
to break an agreement which is, from 
the nature of the commodities handled, 
equitable to both parties, and which, 
moreover, does not prejudice the final 
consumer. The older view of the courts, 
that such agreements acted rather to 
enhance trade than to restrain it, was 
in reality nearer to the merchandising 
facts than has been subsequently 
assumed. 

It is interesting to note at this point 
that there is one case in which the Court 
seems to have recognized the principle 
that the exclusive agency plan is self- 
limiting. This is the case of the B. 8. 
Pearsall Butter Company v. Federal 
Trade Commission, wherein the Court 
observed that the company had been 
able to build up its trade in the face of 
the general use by its competitors of the 
very practice which the Commission 
condemned. In this particular case, 
curiously enough, the product was not 
one which would ordinarily have been 
made the subject of exclusive-agency 
agreements, even with wholesalers, as 
was the case here, and theoretically at 
least there was for that reason the less 
justification for the manufacturer’s 
action. The same result holds true, how- 
ever. No manufacturer could secure 
for himself all the potential outlets in a 
given area, since by doing so he would 
violate his own exclusive-agency agree- 
ments; and so there was always room 
for the new firm in the field. It is not 
without significance that even here the 
Court seems to have attached prom- 


inence to the fact that the defendant 
was not in a dominating position in the 
industry. The fundamental idea of 
domination of the situation by some 
large concern is again apparent. 

Thus if it be recognized that the de- 
gree of competition proper to the mer- 
chandising of commodities may vary, 
and that unrestricted competition is not 
always necessary and sometimes, as has 
been shown, is actually harmful in its 
effects, a new phase in the interpretation 
of the Clayton Act is revealed. If com- 
petition is ‘substantially lessened,” it 
may be merely that it has reached a 
stage where it is less than that unre- 
stricted competition which is apparently 
the ideal of legislators; in which case, as 
the foregoing discussion reveals, there 
is not necessarily any violence done to 
the public interest. On the other hand, 
if the substantial lessening is such as to 
bring the degree of competition far be- 
low that point which economic consid- 
erations indicate as the normal for the 
commodity or industry under consider- 
ation, then clearly there are grounds 
for an investigation. 

This distinction does not seem to have 
been adequately recognized in the past. 
The phrase “substantial lessening” was 
applied to certain processes, as, for ex- 
ample, that of exclusive agency, as a 
sort of touchstone. If the process was 
shown to be responsible for any lessen- 
ing of competition below the free and 
unrestricted state, it was in danger of 
condemnation. It is considered that it 
would be more reasonable to inquire in 
any given case whether the merchandis- 
ing device in question caused a lessening 
of competition below the point which is 
indicated as normal for that type of 
commodity, or whether it tended to a 
degree of monopoly which was greater 
than that desirable in the public interest. 
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The Right to Refuse to Trade 


We have already seen that the right 
to control his product directly has been 
denied to the manufacturer, and that the 
point at issue in most recent contro- 
versies has been whether he could re- 
fuse to trade and could in this way ex- 
ercise his influence indirectly. The most 
frequent case takes the form of a re- 
fusal to sell on the part of a manufac- 
turer who objects to the treatment 
which the vendee gives his product in 
the matter of resale price. A refusal to 
buy is less common; but one case has 
been quoted—that of the Raymond 
Bros.-Clark Company, which refused 
to buy from a manufacturer who ap- 
peared to be indulging in practices harm- 
ful to the company’s trade. 

It has been frequently pointed out 
that there are two forms of price-cut- 
ting. The first consists in passing on to 
the consumer the fruits of scientific 
store management and low operating 
costs; the second is a deliberate attempt 
to trade on the reputation of a branded 
product, by marking it down below the 
profitable sales price in order to attract 
customers, and by recouping the loss so 
sustained either by a greater volume of 
trade or by a grading-up of the prices 
of other products. 

The cases which have come before 
the courts have usually involved this 
second form of price-cutting, although 
it would seem that this has not been rec- 
ognized in the proceedings. As one 
example may be cited the series of cases 
associated with the name of Macy’s. 
This department store has consistently 
waged a war against any attempt by the 
manufacturers of the numerous articles 
which it sells to dictate the resale prices, 
and it has been successful, at least to a 
degree. While it may not be quite cor- 
rect in this case to call the price-cutting 
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a deliberate attempt to trade on a manu- 
facturer’s reputation, since the practice 
was rather intended to keep the store 
before the public as one which main- 
tained the lowest possible prices on every- 
thing, yet to a certain extent this prin- 
ciple was involved. The very fact that 
the low prices in question — some of 
which, in view of the high cost of de- 
partment store operation, must have 
been far below a profitable sales figure 
—were maintained on goods which were 
widely advertised, meant that the brands 
were an asset to the store for which it 
was prepared to pay heavily in an in- 
direct manner. 

The case of the Beech-Nut Packing 
Company is similar in many respects, 
except that here the goods under discus- 
sion were convenience goods, on which 
individual retailers were cutting prices. 
In this case, no doubt, the retailers’ 
motive was exactly that which has been 
described as an attempt to trade on the 
manufacturer’s brand. 

It is urged that the manufacturer has 
no interest in this matter of resale prices 
after he has received his own compensa- 
tion; but this view goes back to the in- 
complete notion of competition which, 
as we have seen, is based on the idea of 
a far simpler stage of society than that 
which now prevails. When distribution 
is local and commodities are simple, and 
price is the dominant buying motive, the 
manufacturer is too far removed from 
the consumer to influence him to any ex- 
tent; but as soon as advertising, brand- 
ing, dealer help of various sorts and 
other such devices come to be used, the 
manufacturer has initiated a_ policy 
whose effect is not to be measured im- 
mediately. He has set out to establish 
a good-will with the consumer, and by 
reflection with the retailer who handles 
his products, for his goods and for him- 

self. The long-run effect of his policy, 
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even more than the immediate effect, 
is his concern. He realizes that volume 
of sales is not to be obtained merely 
by favorable prices. 

The good-will of retailers as a body 
is, therefore, necessary. This is the real 
asset, however, which is in jeopardy 
from the practice of price-cutting. The 
courts’ general attitude has been to 
consider critically whether or not the 
manufacturer had any right to control 
his product, and, as has already been 
remarked, the special rights associated 
with patents and copyrights received 
more attention than they deserved. The 
courts decided that these rights were 
non-existent when title had passed to 
a vendee, and then, although they ad- 
mitted the possibility of a right to 
refuse to sell, they laid it down that any 
concerted effort to prevent an individual 
from obtaining the product was in 
restraint of trade and was, therefore, 
unlawful. The trade which the courts 
considered to be restrained was, how- 
ever, the retailers’, and there appears 
to have been no recognition of the fact 
that these efforts of the manufacturer 
which were condemned were designed 
to prevent a considerable restraint of 
his own trade, by the loss of good-will 
among retailers consequent on price- 
cutting. 

The effect of price-cutting in this 
respect is most clear in the case of con- 
venience goods of the class of the prod- 
ucts of the Beech-Nut Company. Per- 
sistent lowering of the price of these 
articles by one retailer who is really 





*The unsoundness of this dealer’s ideas fre- 
quently takes the form. of an utter lack of knowl- 
edge of the costs of operation. Not infrequently 
he fails after a short career. It may, therefore, 
be argued that any practice which encourages this 
type of dealer and which precipitates his failure 
should be condemned rather than encouraged. 


“A speculation as to the reasons for this ten- 


unable to afford it acts to injure the 
trade of a neighboring dealer in these 
commodities, which by supposition are 
on sale in all the stores of a given area, 
The latter trader thereupon ceases to 
carry the brand, and thereby lowers 
the total sales of it; since, from the 
nature of convenience goods, the in- 
creased sales at the predatory store 
will not make up for the loss in sales 
at the other store, and so a net loss 
ensues to the manufacturer, who has 
also lost the cooperation of a retailer. 
At the same time, the public suffers 
ultimately from the augmenting of the 
sales of the dealer whose merchandising 
is unsound* at the expense of those of 
the rival who is pursuing a sound policy. 
Thus the real result of price-cutting on 
any scale is an injury to the trade of 
the manufacturer and of the retailers 
generally. 

This view never seems to have been 
considered by the courts before which 
the question has come. The argument 
has always been advanced that by the 
manufacturers’ attempts to discover 
and to strike from their lists those who 
were guilty of price-cutting, the retail- 
ers’ trade was restrained. Again, inci- 
dentally, we find that tendency to look 
after the smaller parties to a dispute 
which was evident in the exclusive-agency 
controversy.“ It is true enough that if 
price be the only criterion of competi- 
tion, any attempt to maintain resale 
prices may be said to restrain it; but, 
as in the case of the exclusive agency, 
it must be recognized that there are 





dency, which might almost be described as a bias, 
would go too far for the purposes of the present 
discussion. The public reaction from and distrust 
of “big business,” the degree of local sentiment 
possible in a country of vast areas, and a realiza- 
tion of the fact that in practice the power of self- 
preservation in business disputes varies much more 
than directly with size, are suggested as probable 
reasons. 
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now other factors which affect competi- 
tion, and it may very well be that the 
attempts of the courts to keep up com- 
petition in the narrower sense in which 
they seem to have understood it have 
resulted in an actual restriction of the 
true competition in the field. 

That type of price-cutting which con- 
sists of passing on to the consumer the 
fruits of more scientific management or 
of simpler service is most common in 
chain stores and in single stores of the 
“cash and carry” variety, though these 
not infrequently indulge in the other 
form also. There seems to be no reason 
for objecting to this practice, and indeed 
the results are not so detrimental since 
as a rule, the consumer recognizes that 
the saving is made at the expense of 
the service, and the competing retailer 
does not suffer so much in consequence. 
At least, he suffers from no competition 
which can be called unfair. Further, 
it is doubtful whether the manufac- 
turer's trade is limited. The two 
classes of stores, which differ in service, 
tend to appeal to different classes of con- 
sumers, and, as a result, the action of 
the price-cutting store has less effect on 
the trade of the other retailers and, 
therefore, on that of the manufacturer. 


Conclusion 


It seems, then, that the courts, in 
dealing with the question of resale 
prices, have not considered that the 
preservation of competition in the 
truest sense may actually necessitate the 
sanctioning of certain restrictive influ- 
ences. As in the matter of exclusive 
agencies, they have interpreted the law 





strictly in accordance with the form of 
words in which it is cast. It is sub- 
mitted, however, that a form of words 
and a conception of the requirements of 
the public interest which were adequate 
under a simpler condition of merchan- 
dising practice are so no longer. A 
wider meaning must be attached to the 
word “competition” than has hitherto 
prevailed; and it may be necessary, if 
substantial justice is to be done, to 
break away somewhat from the tradi- 
tional view, which seems to have been 
that the best interests of the public are 
to be served by insisting that the smaller 
party to such arrangements as have 
been discussed shall’not be fettered by 
them, while the larger party may well 
be suffered to protect himself. While 
the fundamental reasonableness of this 
idea is not assailed, it has been the pur- 
pose of this examination to show that 
the too rigid application of it to modern 
conditions of merchandising may result 
in something less than justice to the 
“larger” parties, and to the overthrow 
of practices which in the balance tend 
to be in the public interest and should 
be allowed to continue. 

The work of the business executive 
in any dispute over these practices is to 
aid the decision of the law by making 
a clear exposition of the arguments 
which from an economic point of view 
justify his position. Without presum- 
ing to interfere with matters outside his 
province he can materially assist the 
courts in their interpretation by show- 
ing the reasons which vindicate his 
practices from the point of view of 
sound business policy and of the public 
interest. 
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Bauer, John. ErrectiveE REGULATION OF 
Pusiic Urtiities. New York: The 
Macmillan Company, 1925. 381 pp. $2.50. 
THE author has prepared a work 

ostensibly to aid accountants, engineers, 
and commissions in their efforts to regu- 
late rates. Apparently the desired ob- 
jective is such regulation as will provide 
the lowest rates for service consistent 
with the smallest inducement for capital 
to remain in or venture into public 
utilities. 

While the laws direct that rates shall 
be reasonable, and the courts annul un- 
reasonable confiscatory rates, the author 
assumes that there is a different mean- 
ing of the word reasonable when applied 
to the returns of public utilities from 
that when applied to the returns of 
capital or of management in other pri- 
vate enterprises. It is believed that this 
view is erroneous, that the laws do not 
contemplate that the service shall be 
rendered at cost; the term cost includ- 
ing a minimum return on the capital em- 
ployed. Only if the rewards are com- 
parable to those obtained in other busi- 
nesses will the building and operating 
of public utilities be of the utmost ser- 
vice. If the main object of regulation 
be to assist the utility in rendering the 
maximum service to the community, 
rather than to find the way in which 
the rewards of managements may be 
eliminated, and to find how those of 
capital may be reduced to the lowest 
peint short of confiscation, the problem 
of regulation will be vastly simplified. 
But such a view is seldom entertained 
in this book. 

Three-fourths of the book is devoted 
to the subject of valuation and the kin- 
dred one of depreciation. The defini- 


tion of value is taken to be value for 
rate-making, and this is assumed to be 
the prudent historical investment, de. 
preciated on the basis of its estimated 
life. Sums invested in a public utility 
are assumed to be dedicated to the public 
service, and it is considered to be the 
duty of the commissioners to see that 
the costs of the capital when invested 
are secured for all time in the rates 
which they fix. Just how this may be 
accomplished in a case such as a street 
railway in competition with a more 
efficient mode of transportation is not 
explained. 

The author quotes freely from court 
decisions, and much ingenuity is shown 
in efforts to reconcile adverse decisions 
with the rigid definition of value that he 
advocates. An unprejudiced reader will 
have difficulty in believing that the 
courts did not mean their language to 
be taken in its ordinary acceptation. 
The case of Smyth vs. Ames gives him 
particular trouble. This rule has been 
quoted with continuous approval in sub- 
sequent cases for 27 years. Emphasis 
has been laid on one element of value 
or on another, in accordance with the 
considerations applicable in particular 
cases, but the United States Supreme 
Court has declined to restrict the mean- 
ing of value to one particular element. 
The inference must be that “value” in 
rate-making means just what it means 
in other transactions; and whatever con- 
tributes to worth, utility, importance, 
or excellence must be considered as an 
element of value. Value for rate-mak- 
ing purposes, cost value, and reproduc- 
tion value, are terms invented to re- 
strict that definition of value which is 
protected by the Constitution. 
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It is true that the so-called prudent 
historical investment value is one which 
may be determined with a large mea- 
sure of accuracy, and once determined 
may be ascertained at any subsequent 
time by suitable bookkeeping methods; 
but would it always answer as a mea- 
sure of value? At present such a def- 
inition usually favors the consumer, as 
it makes for a lower rate base than one 
more nearly conforming to present 
costs. But whatever may be the de- 
cision of a board of commissions, will 
it be able to protect an investment in, 
say, a small local power plant when a 
large power company offers to carry its 
lines through the community and to 
furnish power from a more efficient 
source at less cost? If maximum ser- 
vice to the community is the object of 
regulation, and not merely service at 
cost, the investor in the small inefficient 
power plant will probably be sacrificed 
as economic law demands. 

In his discussion of the rate of return 
the author wanders far from the world 
in which we live. He assumes a rigid 
value of the property, also that the 
costs of the capital are fixed for all 
time when the capital is obtained. He 
states “common stock is viewed gen- 
erally as a risk-bearer protecting bond- 
holders and preferred stockholders 
from the fluctuations and hazards of 
business. But this conception does not 
correspond with the facts which do or 
should control in the regulated enter- 
prises.” A very superficial examination 
of the returns from investments in the 
common stocks of public utilities will 
convince one that these stocks are still 
the risk-bearers, and must continue to 
remain so, unless and until the govern- 
ments underwrite the risks. When the 
public is prepared to put the power to 
tax all property behind investments in 


public utilities, we shall be not far from 
government ownership. If there is to 
be no possibility of making more than 
the bare cost of hired capital, the 
stimulus toward searching for markets 
and means of service as well as to econ- 
omies in operation will be largely lost. 

The author contemplates a millennium 
when “the automatic control of costs 
and returns would free the commissions 
from the endless labors of valuation and 
litigation—when their technical staffs 
that are now employed in constant rate 
proceedings can devote their efforts 
toward improved methods of operation 
and service.” One wonders if he has 
no appreciation of the function of pri- 
vate ownership to manage its property, 
even if it is employed in service to the 
public. Does he hope to eliminate fric- 
tion with management by assuming its 
function ? 

While the author disclaims public 
ownership as an immediate solution, it 
is believed that he is advocating a sys- 
tem of regulation which can lead no- 
where else. 


Harding, W. P. G. THe Formative Pe- 
RIOD OF THE FEDERAL RESERVE SYSTEM. 
Boston: Houghton Mifflin Company, 


1925. 320 pp. $4.50. 


TuHatT the Federal Reserve Act has 
transformed the old “straight-jacket”’ 
banking organization of the United 
States into an elastic system is generally 
recognized. ‘No constructive law of 
this kind,” as W. P. G. Harding re- 
marks, “can possibly be self-executing, 
and a great deal must depend upon the 
manner in which it is administered.” 
Since The Formative Period of the 
Federal Reserve System deals with the 
system from the managerial standpoint 
and presents the inside view of the first 
eight years of its operation, this book 
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should be considered as an outstanding 
contribution to banking literature. Mr. 
Harding, as a member of the Federal 
Reserve Board during this whole period 
and as its governor for six of the years, 
presents his answers to the criticisms di- 
rected at the system and at him as its 
head. In contrast with the violent at- 
tacks of many of the critics, Mr. Hard- 
ing’s replies are very restrained and 
clear-headed statements of the situa- 
tions under discussion as he has viewed 
them from his position on the Board 
and as he has reflected upon them since 
becoming governor of the Federal Re- 
serve Bank of Boston. No matter how 
prejudiced the reader may be or how 
biased he believes the author to be, he 
should gain from this book a clearer 
understanding of the complexities and 
difficulties that confronted the Board 
during the formative period of the sys- 
tem. 

Because the Board felt obliged to 
support to the utmost the financial 
policy of the government arising from 
the war, Mr. Harding points out that 
it took many steps which otherwise 
would have been avoided. In par- 
ticular, its discount policy was greatly 
influenced by the necessity of standing 
back of the Liberty and Victory loans. 
In this connection the relationship of 
the Board to the Treasury Department 
is discussed in some detail. Many in- 
cidents mentioned by Mr. Harding sug- 
gest the possible desirability of reduc- 
ing the influence of the Treasury in the 
conduct of the Federal Reserve System. 
Just as in the case of an individual bank, 
it is dangerous to have an outstanding 
borrower—such as the Treasury is— 
too influential in the management. 

As early as April, 1919, the Board 
“gave serious consideration” to the ad- 
visability of raising rates, for the course 


of speculation and prices was causing 
alarm. Yet the Treasury, about to 
launch the Victory Loan campaign, was 
against an increase of Federal Reserye 
rates, and no increases were made. 
Subsequently, as Mr. Harding points 
out, “the Board repeated its warnings 
and did all it could, short of approving 
higher rates, to discourage excessive use 
of credit for non-essential purposes,” 
When the Federal Advisory Council in 
September favored an advance of all 
the Federal rates, Assistant Secretary 
of the Treasury Leffingwell brought 
about a postponement of the recom- 
mendation, remarking that the Treasury 
would make no objection to an increase 
in the rates after January 1, 1920, 

In January the rates were substan- 
tially advanced. The Board then held 
that “time had come to make further 
preparations for weathering an eco- 
nomic crisis later.” Subsequently the 
rates were advanced still further, the 
discount rate on commercial paper in 
May reaching 7%, the highest point in 
its history. In referring to this in- 
crease in rates which many people 
have severely criticized, Mr. Harding 
presents many points to support his 
general conclusion: “It has been shown 
that in main these (criticisms) were 
based on conditions not of the Board's 
making and entirely beyond its con- 
trol.” 

To answer John Skelton Williams, 
former Comptroller of the Currency, 
and others who objected to the heavy 
investment in land and banking offices 
by the Federal Reserve banks, Mr. 
Harding takes the stand that “the 
Federal Reserve Banking System was 
no mere experiment or temporary ex- 
pedient, but that its usefulness would 
be so clearly demonstrated as to assure 
its permanence in the field of American 
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banking.” While he was governor of 
the Federal Reserve Board, the policy 
was instituted of charging off 2% of 
the cost of the buildings each year so 
that the investment in them will be com- 
pletely written off in 50 years. He 
sums up the situation by the remark 
that “those who think that the bank 
buildings at the end of 50 years will 
still be too large are certainly not op- 
timistic as to the future of America.” 

As an extreme illustration of why 
the Board favors a check par clearance 
system, Mr. Harding refers to the 
wanderings of a check drawn on a bank 
in North Birmingham, Alabama, and 
deposited in a national bank of Roches- 
ter, New York. The latter sent the 
check to a bank in New York City. 
From thence it went to Jacksonville, 
Florida, to Philadelphia, to Baltimore, 
to Cincinnati, to Birmingham, and 
finally reached its destination more than 
two weeks after it was deposited for 
collection. In spite of occurrences such 
as this, many banks, notably small ones, 
continue to insist on the privilege of 
making remittance charges and in a 
number of states are supported by 
laws which permit state banks to make 
such charges. No doubt most people 
will agree with Mr. Harding that 
“while it is manifestly impossible, in 
the present circumstances, to establish 
a universal par clearance system except 
with the consent of all the banks, the 
system now in operation, incomplete 
though it may be, performs a service of 
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great value to commerce and industry.” 

A war-time law to which very little 
publicity has been given is the Pittman 
Act. It authorized the Treasury to 
melt silver dollars up to an amount of 
350 million dollars, substituting Fed- 
eral Reserve banknotes, and to sell the 
bullion at a minimum of a dollar for 
each fine ounce to India, so that a dan- 
gerous shortage there could be fore- 
stalled and consequently that economic 
stability could be maintained. The suc- 
cess of Allied military operations in 
Asia Minor was at stake. Because of 
the precarious situation only a few gov- 
ernment officials and legislators at 
Washington were taken into the conf- 
dence of the British Ambassador, Lord 
Reading. The bill was so skilfully han- 
dled that it was passed without creating 
a stir. Since the war the Treasury has 
purchased silver from American produc- 
ers in sufficient quantities to replace the 
melted silver dollars. Consequently the 
Federal Reserve banknotes issued as 
temporary substitutes have been with- 
drawn. According to Mr. Harding, the 
Pittman Act was “one of the most 
important of the war measures and re- 
lieved a situation fraught with gravest 
possibilities.” 

Thus, from the first chapter to the 
last appendix the contents of the book 
clearly fulfil Mr. Harding’s desire to 
“aid in a correct appraisal of the part 
played by the Federal Reserve System 
during the world crisis, and of its value 
in the future.” 
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Brisco, Norris A., and Wingate, John W. 
Retrait Buytinc. New York: Prentice- 
Hall, Incorporated, 1925. 396 pp. $3.50. 

Fri, James L. Retam MercHANpIsSINGc— 
PLANNING AND Controt. New York: 
Prentice-Hall, Incorporated, 1925. 371 pp. 
$4. 


Because of the keen competition in the de- 
partment store field, special attention is now 
heing directed to ways and means of improv- 
ing the net profits obtainable on the present 
sales volume. ‘This is to be accomplished by 
securing a better gross margin and lowering 
expense items. The Retailing Series has been 
designed with this outlook in mind, and in 
these two volumes the writers have compiled 
the practices adopted by the leading retailers 
in the country. 

The volume Retail Buying is concerned with 
the purchasing of merchandise and the con- 
trol of buyers by the merchandise division. It 
goes into detail on the methods of purchasing, 
the routine connected with the placing of 
orders; legal considerations and ethical stand- 
ards are also introduced. The latter part of 
the book deals with the flow of the merchan- 
dise when received in the store, and with all 
the office work involved in the control of 
invoices, mark-up, mark-down, inventory 
records, and stock control. It concludes with 
chapters on the buyer’s duties in sales promo- 
tion and the proper layout of the department. 

Retail Merchandising—Planning and Con- 
trol is written entirely from the controller’s 
point of view, and the main chapters in it deal 
with expenses and their classification and 
distribution; stock-turn and inventory con- 
trol; budgeting, and methods of store control. 
Some chapters are devoted to the more general 
problems in stores, such as advertising, rela- 
tions with the sales force and merchandising 
policies, with a brief discussion of the place of 
statistics in department stores. 

The value of these books lies in the great 
amount of data on the practices used in the 
large stores. Although only the stores with 
large volumes of sales can afford to go into 
such detail in their records as is outlined in 
this series, many principles of merchandising 
may be derived from the experience of these 
stores and applied to smaller ones. 


Brown, Edmund, Jr. MArKETING. New 
York: Harper and Brothers, 1925. 503 


pp. $3. 


The author’s approach to marketing prac- 
tice and procedure is undertaken through an 
analysis of the various steps in marketing 14 
individual commodities, including cotton, tex- 
tiles and clothing, fresh fruits and vegetables, 
hides, leather and shoes, coal and lumber. A 
full treatment of organized exchanges and 
future trading is then given. Chapters are de- 
voted to the agencies of wholesale distribu- 
tion, such as cooperative marketing associa- 
tions, commission merchants and jobbers, and 
to retail distribution agencies, such as unit 
and chain stores and mail-order houses. A 
considerable portion of the book is devoted to 
specific marketing problems, among which are 
instalment selling, resale price maintenance, 
direct selling, and exclusive agencies. The 
book is a presentation of marketing facts 
rather than marketing principles. The author 
does not present a complete, well-rounded 
body of marketing theory and makes no new 
contribution to the subject. The detailed de- 
scription and analysis of the marketing pro- 
cedure of the commodities studied will be of 
value for reference. 


Carver, Thomas Nixon. THE Present Eco- 
NOMIC REVOLUTION IN THE UNITED STATES. 
Boston: Little, Brown and Company, 1925. 

270 pp. $2.50. 

Professor Carver’s thesis is that there is now 
under way in the United States an economic 
revolution that will wipe out the distinction 
between laborers and capitalists by making 
laborers their own capitalists and by com- 
pelling most capitalists to become laborers of 
one kind or another, because not many of 
them will be able to live on the returns from 
capital alone. That laborers are becoming 
capitalists is supported by three kinds of evi- 
dence: first, the rapid growth of savings 
deposits ; second, the investment by laborers in 
the shares of corporations; third, the growth 
of labor banks. The enormous differences in 
wealth and prosperity between different classes 
are not a necessary result of the capitalist 
system, according to Professor Carver, who 
believes that it is just as possible to attain 














equality under capitalism as under any other 
system, and that the inequalities which exist 
under it are due to disturbing factors that 
are easily removable, and that are not due to 
the nature of the system itself. The higher 
strategy of labor, which takes account of the 
economic forces making for the diffusion of 
property, is delineated, and the belief is 
expressed that the resultant improvement will 
inevitably produce a change in the relation- 
ship between capital and labor by compelling 
both employer and employee to think more 
about the common enterprise in which they 
are engaged, from which each derives his 
income, and upon whose growth and pros- 
perity the welfare of both depends. 


Charters, W. W., Editor. MERCHANDISE 
MANUALS FOR RETAIL SALESPEOPLE. 
Chicago: A. W. Shaw Company, 1925. 18 


volumes. $2 each. 


A weakness in large department stores has 
been the salespeople’s superficial knowledge of 
the merchandise handled. Efforts are being 
made to overcome this, and this series of 18 
Manuals will assist toward that end. In 
simple non-technical language they give the 
selling points of the principal articles sold in 
stores. Undoubtedly, many retail stores 
could increase the efficiency of their sales 
organization by requiring their employees to 
familiarize themselves with the contents of 
these Manuals. 


Dutton, Henry P. Bustness ORGANIZATION 
AND MANAGEMENT. Chicago: A. W. 


Shaw Company, 1925. 545 pp. $6. 


The author, in preparing this book on the 
general subject of business, which covers, with 
a reasonable amount of balance, nearly all the 
recognized fields, has had in mind three pur- 
poses. Believing, as his preface states, that a 
lack of knowledge of the procedure and of 
the results required in various business mat- 
ters frequently handicaps an executive who 
has to decide on or to initiate some problem 
of organization, the writer has given a 
descriptive account of business practice in the 
various departments of its activity. Further, 
this account has been arranged in an orderly 
sequence from the initiation of the individual 
business, through its problems of financing and 
production, to the final stage of merchandis- 
ing; thus it serves the executive who needs a 
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knowledge of the fundamental practices of 
some department other than his own, and of 
its relationship to his other activities. Finally, 
the author, having in mind his experience as a 
teacher, has prepared a book which may be 
used as an introductory coordination of the 
work of special courses in business. He 
believes that the student derives the advantage 
from such a survey of the interrelation of 
the specialized branches which he takes up 
later. 

This book is not an attempt to propound a 
new theory of business; the matter in it is a 
collection of sound modern thought in the va- 
rious fields. On the other hand, it does not 
purport to be a work of reference; a volume 
which surveys all the principal divisions in 
500 octavo pages cannot go into extreme detail 
in any one of them. Its value lies in the 
orderly manner in which the functions are 
treated, and in the considerable array of sug- 
gestive information which rather indicates the 
fields of inquiry than supplies the solution to 
the problem. Finally, there is a significant 
rearrangement of certain details, such as, for 
example, the treatment of wages for both pro- 
ducing and selling forces together, and the 
consideration of the many phases of the initia- 
tion of a business in one section. While this 
militates against an entirely logical presenta- 
tion of each subject, it is of value because it 
shows the conditions which obtain in the busi- 
ness of moderate size, and indicates the many- 
sided nature of the problems which ordinarily 
confront its executives. 

Of the various features of the book, this 
attempt at a coordination and a broad survey 
of the field is probably the one which will be 
of most value to the student, and, to a lesser 
degree, to the man active in affairs. 


Filene, Edward A. More Prorits FROM 
MERCHANDISING. Chicago: A. W. Shaw 
Company, 1025. 159 pp. $2.50. 


According to the plan of this very able and 
experienced merchant, which is the result of 
not only careful thought but also of actual 
practice, larger total profits are to be gained 
from mass selling at right prices than from 
limited selling at higher prices. The success 
of the plan, so Mr. Filene states, rests on the 
determination of what the consumer wants 
and at what price he is willing to buy in 
large quantities. 

In the words of the writer, the fundamental 
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purpose of the Model Stock Plan is “to have 
the right goods, at the right time, in the right 
quantities, and at the right prices.” Any 
practice which gains this end would be con- 
sidered sound merchandising and is certain to 
prove profitable in the long run. This policy 
differentiates mere selling from merchandis- 
ing. Additional advantages of the plan are, 
taking much of the guessing out of buying, 
reducing losses from mark-downs, carrying 
practically complete stocks with safety, and 
meeting coming business changes. 

In brief, this plan consists of determining 
for each class of merchandise the low, medium, 
and high prices, at which the largest quan- 
tities of merchandise can be sold. The con- 
tention is, that sales tend to bulk at these three 
levels. Approximately 85% of stocks are to 
be concentrated in these full lines. The 
remainder consists of in-between lines essen- 
tial to a well-rounded stock. A full line con- 
sists of the necessary variety of materials, 
styles, and sizes of a given class of goods at a 
given price. In it will be included a “BB” 
(Best Buy), the best buy in the city at the 
price, and a “MP” (More Profitable), a more 
profitable article at the price, the sales of 
which should at least equal those of the best 
buy. 

Thus the wholesale buyer, who determines 
what is wanted and the price at which it is 
wanted, is in a position to buy intelligently. 
As aids in this function a selling and a buying 
calendar are employed. The former gives the 
opening dates of the season, the period and 
peak of the mass selling, and the closing dates. 
The purpose of the buying calendar is to indi- 
cate the best time to buy, so that right prices 
may be secured. 

Towards the end of the book Mr. Filene 
has discussed some of the fine points of buy- 
ing, mostly details, to be sure, yet often very 
important ones. The concluding chapter 
points out several instances in other lines of 
business where the reasoning behind the Model 
Stock Plan can be applied to advantage. 

Some really new ideas on merchandising 
problems are to be gained from this carefully 
written book, and any one connected with the 
field of distribution would do well to acquaint 
himself with them. Although the plan 
advanced is distinctly different from present- 
day methods and, because of its almost revo- 
lutionary character, is likely to be greeted with 
indifference or at best only passing interest, it 


is so fundamentally sound, far-sighted, and 
so completely in harmony with present trends 
in scientific management and control that it 
merits a very careful consideration. 


Gardiner, Glenn Lion. MANAGEMENT In 
THE Factory. New York: McGraw-Hill 
Book Company, Incorporated, 1925. 225 
pp. $2. 


Mr. Gardiner, employment manager at the 
Wisconsin Division of the Chevrolet Motor 
Company, has previously published Practical 
Foremanship, a text-book intended as a 
manual for the use of foremen. Management 
in the Factory is designed as a supplementary 
text for those foremen who have studied prac- 
tical foremanship and desire to broaden their 
understanding of managerial functions. Like 
the former volume, this book has been made 
possible through the cooperation of experienced 
men actively engaged in industry, and all of 
the principles brought out have been tried 
and tested. 

The ten chapters of the book cover organi- 
zation of industrial enterprises, selling, pur- 
chasing, material stores, traffic, industrial wel- 
fare service, experimental engineering and re- 
search, principles of accounting, team-work, 
and business cycles. As may be expected, it 
is impossible to give more than a brief con- 
sideration to subjects of such broad scope. 
The attempt has been, rather, to present an 
elementary consideration of the divisions and 
functions of management which are common 
to practically all industrial enterprises. The 
presentation of the material, however, is clear 
and concise, with numerous references to 
actual occurrences. Simple problems involving 
the principles developed are appended to each 
chapter. 


Guthmann, Harry G. Tue ANALYSIS OF 
FINANCIAL STATEMENTS. New York: 
Prentice-Hall, Incorporated, 1925. 454 pp. 
$5. 


This latest addition to the literature on 
analyzing and interpreting financial statements 
is more than an explanation of the terms 
found in a balance sheet or a profit and loss 
account. Mr. Guthmann first explains the 
content of accounts in such a way that the 
credit man, the investor, and the busi- 
ness executive, not schooled in accounting, 
can interpret them. The first part of the book 
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deals with the general methods of analysis. 
This is followed by analyses and interpreta- 
tions of statements of railroad companies, gas 
manufacturing corporations, hydro - electric 
power companies, mercantile and manufactur- 
ing corporations, mining companies, banks, 
insurance companies, and holding companies. 

The book is well organized, simply written, 
and is well worth careful reading. 


Hamilton, Walton H., and Wright, Helen R. 
Tue Case oF Biruminous Coat. New 
York: The Macmillan Company, 1925. 
310 pp. $2.50. 


The chaotic condition of the bituminous 
coal industry is thoroughly described in this 
book. The impotence and failure of the com- 
petitive system to solve the difficulties are 
shown. An attempt is made to determine the 
applicability of modern technical and machine 
methods to the mining of coal and the conse- 
quent effects upon the industry. The conclu- 
sion of the authors is that, unless a compre- 
hensive and far-reaching reorganization is 
made, the industry will experience a series 
of cycles in which the phases of expansion, 
overdevelopment, bankruptcy, depression, and 
shortage will repeat themselves with accom- 
panying injury to the entire industrial activ- 
ity of the country. The precarious situation 
of both operators and miners is thus made 
clear. The book, which is written in an at- 
tractive style and well documented, is one of 
a series on coal undertaken by the Institute of 
Economics. It is limited to an analysis of the 
current situation and does not include any 
proposals for the reorganization of the in- 
dustry. 


Haring, H. A. WargEHOUSING: Trade Cus- 
toms and Practices, Financial and Legal 
Aspects. New York: The Ronald Press, 


1925. 787 pp. $10. 


With the increasing division of labor and 
complexity of the economic system, ware- 
housing has become an important function. 
The isolation of the various manufacturing 
and marketing processes requires that during 
the period before the ultimate consumer re- 
ceives the finished product the latter be ware- 
housed. For instance, most of the raw rubber 
used in this country is imported from the 
Malay Peninsula via London. Before the 
rubber reaches the manufacturers of rubber 


products it has probably been warehoused in 
Singapore, London, and New York or Boston, 
and this is merely when the merchandise is 
still in the raw-material stage. An elaborate 
structure of warehouse procedure and regula- 
tion has been built up, and there is much 
competition between the providers of ware- 
house space to give the best possible service. 
Mr. Haring has made an extensive study 
of the field, and has not only covered the 
functions of warehousing, but also has de- 
scribed the types of warehouses, the financial 
aspects, legal relations and public control of 
warehousing. In the latter half of his book 
he dealt with some of the major problems of 
marketing, namely, the warehousing customs 
and abuses in the handling of grain, cotton, 
tobacco, and wool, together with the services 
which are offered in those fields. One of the 
best sections in the book is that on cold stor- 
age and the way which it has rendered prac- 
tical the exchange of perishable foodstuffs. 


Hexter, Maurice B. Socta, ConsEQUENCES 
oF Business Cycies. Boston: Houghton 
Mifflin Company (for Pollack Foundation 
for Economic Research), 1925. 206 pp. 


$4. 


The universal interest which exists in re- 
gard to vital statistics may be in part morbid, 
but at least it is real. Possibly it is this in- 
terest which is first aroused in the reader of 
Mr. Hexter’s book. His is a new type of 
presentation, for with all the consideration 
which has previously been given to such fig- 
ures, it remains for him to make a careful 
statistical analysis from monthly data. This 
he does with the methods which the Harvard 
Committee on Economic Research has devel- 
oped for the treatment of business statistics. 

The student of business cycles, however, 
finds a more interesting and important feature 
of the work in the correlation with business 
conditions which the writer develops. It is 
Mr. Hexter’s opinion that there is a distinct 
lead or anticipatory movement on the part of 
vital statistics, possibly explaining that psy- 
chological element so prominent in many at- 
tempted explanations of the cycle. 

Five series of figures are used: birth-rate, 
still-birth rate, death-rate, number of mar- 
riages, and number of divorce libels filed. All 
data relate to Boston and Suffolk County. 
The analysis considers in some detail the sea- 
sonal movement, secular trend, and cyclical 








382 


variation as well as the fortuitous or residual 
factors present in each series. 

Certain criticisms can be made of the work. 
The title is unfortunately misleading. The 
thesis of the study is that social phenomena 
stand in an anticipatory or causal relation to 
business cycles. Yet the title speaks of these 
factors as “consequences.” Possibly the sta- 
tistical methods used do not fit the case per- 
fectly: in the introduction Allyn A. Young 
suggests the weakness of the coefficient of cor- 
relation used on a 12-month basis. Again, the 
figures of a small locality surely cannot be said 
to represent the country as a whole. But a 
real beginning has been made by the use of 
this small sample. 

Among the specific facts disclosed by the 
correlations, a few deserve mention. Changes 
in the number of conceptions precede fluctua- 
tions in wholesale prices by some 8 months. 
Birth-rate fluctuations precede those of unem- 
ployment by 17 months. The movements of 
the death-rate curve anticipate those of the 
curve of wholesale prices by 17 months and 
those of unemployment by 10 months. It is 
further found that the movement of birth- 
rate figures is most closely adjusted to busi- 
ness influences, while figures for deaths and 
marriages respond more sluggishly. The di- 
vorce figures show by far the least sympathetic 
movement. 

Although vital series and business series 
have been correlated before, Mr. Hexter’s 
book supplies interesting evidence in support 
of a new explanation of the business cycle. 


Kitson, Harry Dexter. THr PsycHOLOGY OF 
VOCATIONAL ADJUSTMENT. Philadelphia: 
J. B. Lippincott Company, 1925. 273 pp. 
$3. 


Those who would use the brakes of cau- 
tion on the present movement of applying psy- 
chology to all phases of business life will wel- 
come this work. The author, a professor of 
education, presents in a rather unwieldy style a 
large amount of philosophizing, data on some 
past experiences with various types of tests, a 
healthy disillusionment of certain present-day 
quackeries, and a consideration of different 
types of psychological tests and analyses from 
a general rather than a particular view-point. 
The book makes little contribution to the 
present state of the science; rather it is critical 
of past developments. 
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Marriott, Hugh Frederick. Money ayp 
Mines. New York: The Macmillan Com. 
pany, 1925. 270 pp. $4.50. 


The author, a mining engineer of consider- 
able reputation and experience, has attempted 
to advise the investor of the pitfalls of mining 
speculation. Mr. Marriott is primarily an 
engineer, and it is with difficulty that he 
assumes the investor’s point of view. 

The book is hardly a handbook for mining 
engineers, although it contains many valuable 
opinions and criticisms. Neither is it a guide 
to good investments in mining securities. This 
book, however, does give an analysis of the 
variety and complexity of influences affecting 
mine operations which the engineer and the 
investor alike should know. Many illustra- 
tions make the book very interesting. 


Owens, Richard N., and Hardy, Charles O. 
INTEREST RATES AND STocK SPECULA- 
TION. New York: The Macmillan Com- 


pany, 1925. 197 pp. $2. 


This work undertakes to disprove the 
theory that fluctuations in short-time interest 
rates are the principal cause of variations in 
the level of speculative stock prices and in 
the volume of trading on the Stock Exchange. 

The volume is excellent as a statistical 
treatise of the subject, but its value to the 
average reader is doubted. Too large a part 
of the text is devoted to the considerations of 
the numerous and supplementary statistical 
methods employed, and of the data used. 
Nearly one-third of the book is given over 
to appendixes of statistical tabulations. 

The text concludes with a short analysis 
of the logic underlying the theory considered. 
Characteristics and practices of the Stock Ex- 
change are examined with reference to the 
possible working of the theory, and are shown 
to be contrary thereto. 

The book, on the whole, accomplishes the 
purpose of the authors in disproving the 
theory, although much of the evidence is very 
inconclusive. 


Reed, Harold L. PrincipLes oF CoRPORA- 


TION Finance. Boston: Houghton Mif- 
flin Company, 1925. 412 pp. $2.50. 
To the field of literature on corporation 


finance Mr. Reed has added not another text- 
book, as the title might imply, but a work 
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which carefully explains many of the details 
which would confront any person who makes a 
thorough study of the subject. Under the 
headings, “The Financing of a New Enter- 
prise,” “Current Operations,” “Treatment of 
Earnings,” “Expansion,” and “Penalties of 
Failure,” the author suggests a sound approach 
to the many problems of corporation finance. 
The conclusions reached are well supported 
by illustrations drawn from the relatively 
small corporations whose problems are con- 
sidered by the author to be typical. 

The attitude of the work is perhaps so 
closely connected with actual occurrences that 
it neglects the general truth of the theory 
involved. Recognition of what has actually 
happened in practice is important, but a broad 
theoretical perspective must not be lost in a 
mass of detail. So, it may be said that this 
book which elaborates with great care the 
many details of the problems of the small 
corporation fails entirely to coordinate these 
with the broader principles according to which 
corporations in general are conducted. 


Rice, Samuel O., Editor. FUNDAMENTALS 
oF INVESTMENT. Chicago: A. W. Shaw 
Company, 1925. 384 pp. $5. 


The lectures of a group of practical finan- 
cial executives, originally presented before the 
classes in the School of Commerce of the 
Chicago Y. M. C. A., have been edited and 
presented in book form. ‘These lectures were 
given in a special course on Fundamentals of 
Investment, planned by the Education Com- 
mittee of the Investment Bankers Associa- 
tion of America, for the United Y. M. C. A. 
Schools of the United States. 

As the title indicates, the lectures were 
designed to present the broad aspects of invest- 
ments and investing, both to the public and 
to persons in the investment banking business. 
Beginning with the history and origin of 
investment, the book then covers the field of 
investment, classification and explanation of 
the more common type of securities, invest- 
ment analysis, and the building of an invest- 
ment account. 

Almost the entire emphasis of this book is 
placed upon bonds, and the more familiar types 
of these securities are treated in individual 
chapters. The material is clearly presented, 


and the book should be of value to the finan- 
| novice beginning a study of the invest- 
nent field. 
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Schmeckebier, Laurence F. THE STATISTICAL 
Work OF THE NATIONAL GOVERNMENT. 
Baltimore: The Johns Hopkins Press, 


1925. 574 pp. $5. 


The statistical work of the National Gov- 
ernment is as old as the National Govern- 
ment itself, and its scope has been con- 
stantly broadened until, at the present time, 
the output compares favorably, both in extent 
and in quality, with that of any government 
in the world. The purpose of this book is to 
show what the National Government has 
done, and is doing, in the way of collecting 
and publishing information of a statistical 
character, and to indicate what statistics are 
available and where they may be found. The 
bulk of the volume is devoted to current sta- 
tistics, but an attempt has been made to give 
a brief outline of the history of each class of 
data. No attempt has been made to pass judg- 
ment on the accuracy of the statistics, as this 
would involve a detailed study of methods; 
however, there have been included comments 
on the scope of each work in order that the 
reader may understand fully the meaning of 
each classification. It is to be hoped that the 
Institute for Government Research, under 
whose auspices this volume has been pre- 
pared, will follow it with one or more other 
volumes which attempt to evaluate the sta- 
tistical methods employed by the government, 
and to indicate the possibie value of centraliz- 
ing the collection, compilation, and publica- 
tion of the huge volume of governmental and 
economic statistics which are now being pre- 
pared by numerous bureaus. 


Tarbell, Ida M. Tue Lire or JupGE GARY. 
New York: D. Appleton and Company, 
1925. 361 pp. $3.50. 


In this book, Miss Tarbell has done more 
than present the biography of Elbert H. 
Gary; she has written the history of the 
United States Steel Corporation in broad out- 
line, for the past 25 years of Judge Gary’s 
life have been spent in the development and 
operation of the monster industrial consolida- 
tion which occupies such a dominant position 
in the steel industry. The sub-title of the book 
is therefore appropriately “The Story of 
Steel.” Judge Gary is presented as a leader 
in developing in industry a code of practices 
and an attitude of mind radically at odds 
with those of an earlier day; to Miss Tarbell, 
he is the man who has put the Golden Rule 
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into the steel business. Although the ancestry, 
training, activities, ambitions, conquests of 
Judge Gary are carefully detailed, the reader 
closes the book with the feeling that the real 
Judge Gary has never appeared in its pages. 
The most interesting chapters are those which 
deal with the early days of the Steel Corpora- 
tion and give glimpses of the men who were 
then powerful in industry and finance. 


Trapve AssociATIonNs — THEIR Economic 
SIGNIFICANCE AND LecaL Status. New 
York: National Industrial Conference 
Board, Incorporated, 1925. 388 pp. $3. 


The primary object of this book is to lay a 
firm foundation by which the general public 
may judge what constitutes a proper policy 
toward trade associations and their activities. 

Following a brief description of the devel- 
opment of trade associations, their many activ- 
ities are discussed from the standpoint of both 
legality and economic justification. Unifica- 
tion in selling, exclusion from the market, 
curtailment of production, and price manipu- 
lation are association activities which are held 
to be both illegal and unjustifiable. The 
collection and dissemination of trade statistics, 
the interchange of credit information, and the 
standardization of products are but some of 
the activities whose legality and economic jus- 
tification depend upon the circumstances 
surrounding their practice, and the intentions 
of the parties engaged in them. Research, 
cooperative insurance, maintenance of traffic 
bureaus, and commercial arbitration are a few 
of the activities discussed whose legality is 
unquestioned and which meet an economic 
need. The conclusion drawn is that trade 
associations have an important position to fill 
in our industrial structure. 

The presentation is scholarly, and requires 
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careful and thoughtful reading. The concly. 
sions reached seem sound. The book js 
probably the most complete and authoritative 
in its field. . 


Williams, Whiting. MAINSPRINGS oF Mey, d 
New York: Charles Scribner's Sons, 1925 — 
313 pp. $1.50. ‘ 


In this book, Mr. Williams presents the © 
reasoned conclusions drawn from his first- 
hand, close-up experience as a laborer and as 
a student of labor problems. Briefly, it is an 
analysis of what the worker wants, what all of - 
us want, and finding what we want in our 
work. From his several “overalls” experi- 
ences, Mr. Williams has gathered five out- 
standing impressions: first, the physiological 
and psychological consequences in the lives @ 
of workers resulting from the material and 
financial restrictions of their environment; 
second, the vastness of the gap which separates 
the holder of a good job from the holder of a 
poor one, and the possessor of any job from 
the jobless vagrant; third, the ignorance, on 
the part of employer and employee, of each 
other’s deeper purposes and desires; fourth, 
the importance of the worker’s feelings and ex- 
periences rather than his logic or reasoning as 
the determinants of his view-point and atti- | 
tude; fifth, the unity of life and labor. These 
conclusions are supported with a wealth of in- 
teresting incidents gleaned from the author's 
contacts with labor in mines, mills, railroad 
shops, and dockyards, both in this country and 
abroad. The book is not in any sense an ab- 
stract treatise on the motivation of the worker. 
The reasoning is based on a carefully selected 
background of sociological and psychological 
theory, vitalized by the rich, varied, and free 
expressions of workers to one of their num- 


ber. 








